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EDITORIAL 


As We See It 


Vice is a monster of so frightful mien, 
As to be hated needs but to be seen; 
Yet seen too oft, familiar with her face, 
We first endure, then pity, then embrace. 
—Alexander Pope 





Were the early 18th century poet living today 
and were his eyes fixed upon the political and 
economic spheres of activity, he could never 
arrange iambic pentameters more completely fit- 
ting. 

More than a few of those now living can re- 
member when “ship subsidies” were regarded as 
“malodorous,’ and year after year rejected by 
Congress despite persistent and ardent lobbies. 
Thousands can recall, though they may not often 
do so, the days when President Wilson set out to 
force interest rates down in remote, high-risk, 
capital-short regions of the country, chiefly agri- 
cultural in nature. They, no doubt, remember 
the cry that went up from those who respected 
American traditions and pointed out that here 
was an outstanding instance of paternalism and 
favoritism —a plain effort on the part of the 
Federal Government by use of public credit to 
interfere with natural forces in the economic 
world. 

A “movement” soon developed in the early 
days of the Federal Reserve System in support 
of similar ideas — and again, at once, it was 
characterized much as was the obvious subsidi- 
zation of the farmers through the so-called rural 
credit devices of the Wilson Administration. The 
postal savings system, too, was vigorously, almost 


Continued on page 27 





ACTIVE MARKETS 


BATES MFG. CO. 
BERKSHIRE FINE SPINNING 
DEWEY & ALMY 


Issue” 


ANNUAL REVIEW ISSUE NEXT WEEK 


Business and the | 
Federal Government 


By JOHN J. ROWE* 


President, Fifth Third Union Trust Co. 
Cincinnati, Ohio 


Prominent Midwestern banker, in commenting on cur- 
rent inflation trend, denies cause arises from increased 
credit or bank deposits, which he contends are not now 
disproportionate to increase in business volume. Lays 
main causes of inflation to higher payrolls, overtime 
earnings, and to higher taxes, and advocates abandon- 
ment of short work-week and end of government sub- 
sidies, including price support and buying of farm sur- 
pluses. Decries use of higher bank reserve requirements 
as inflation curb. 


The title, I think, fairly describes the subject which 
is foremost in my mind. I have no thought whatever 
of making a forecast, which I am convinced is almost 
a compgense impossibility. Forecasts in the past have 


been almost universally wrong, and I 
would like to devote myself to a few 
comments about where we stand 
today. 

I have been in banking contin- 
uously since the period immediately 
before the panie of 1907 and there- 
fore I have had the tremendous ad- 
vantage of having seen _ business 
emerge from a period when cor- 
poration balance sheets were guard- 
ed by almost complete secrecy to 
the present period when listed cor- 
porations make extraordinarily full 
disclosure of dollar sales, detailed 
expenses, and comparative results of 
the previous year. 

When I look at the growth in the 
volume of business over the span of 
43 years, I am literally amazed, and I keep wondering 
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*An address by Mr. 


Rowe, 
Dayton, Ohio, Jan. 4, 


before the Dayton Rotary Club, 
1951. 





DWIGHT MFG. CO. 
HOLLINGWORTH & WHITNEY 
KEYES FIBRE CO. 
Class A & Common 
LUDLOW MFG. & SALES 
N. E. GAS & ELECTRIC CO. 
SACO LOWELL SHOPS 
WEST POINT MFG. CO. 


duPont, Homsey & Co. 


Members New York & Boston Stock Exch. 
31 MILK STREET, BOSTON 9, MASS. 
Tel. HAncock 6-8200 Tele. BS 424 
Private WiretoNew York CAnal6-8100 


Springfield Fitchburg Worcester 








FRANKLIN CusTODIAN FuNpDs, inc. 
A Mutual Fund 
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—Next week’s “Annual Review and Outlook 

will include opinions of nation’s leading businessmen on the economic conditions 

likely to prevail during 1951, also monthly high and low prices for stocks and bonds traded 
on the New York Stock Exchange in 1950 and similar data on Treasury securities. 


Are We Falling Into 
History's Greatest Trap? 


By MELCHIOR PALYI 


Dr. Palyi, after describing Soviet aggression patterns, 
points out fallacy of waiting for next Russian move 
before acting and failing to call shots in advance by 
making absolutely clear the lines we are to protect. 
Favors a new Monroe Doctrine to cover global com- 
mitments, and contends cards are not stacked in favor 
of Russia. Cautions against America bankrupting itself 
in war preparations, and calls for a “readiness potential” 
rather than “mobilization potential.” 


Less than three years ago one of our leading daily 
newspapers carried an inspired editorial under the head- 
line “E.R.P. (Marshall Plan) or War Preparation.” To 
“insure” peace, we were told, ail we need do is give 
away a few billions each year. Such 
was the complacent line poured out 
through the channels of information. 
Peace, if only a tenuous peace, was 
a practical certainty. The Korean 
incident shook the country out of its 
day dreaming. 

The first reaction was that Korea 
might be the curtain-raiser for World 
War III; that the cold war was over 
and the hot had begun. By August, 
worry about war with Red China 
supplanted anxiety about an immi- 
nent Russian attack. And if not a big 
war, Russia might bleed us white by 
little wars here and there. The sud- 
den realization of the sad state of 
unpreparedness, after having spent 
$75 billion on a futile policy of “con- 
taining Russia,’ did not help to quiet the tension. 
pare we must, that was clear at once. 
how much and for how long? 
lem we were facing? Or 
answer’? 

Tentatively, we have settled down to a three-million- 
man armed force at a round $30 billion annual cost, in- 


cluding the cost of rearming our Allies. But that is 
Continued on page 30 
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The Security I Like Best 


A continuous forum in which, each week, a different group of experts 
in the investment and advisory field from all sections of the country 
participate and give their reasons for favoring a particular security. 


(The articles contained in this forum are not intended to be, nor 
are they to be regarded. as an offer to sell the securities discussed.) 


W. H. HOLLY 


Sage. Rutty & Co.. Inc.. 
Rochester. N. Y. 


Garlock Packing Company 

My favorite security is the com- 
mon stock of the Garlock Pack- 
ing Company. Although it is a 
comparatively small company, it 
is the largest 
manufacturer 
of mechanical 
packings in 
the world. 

Whether 
this country is 
at wer or 
peace Garlock 
has no recon- 
version prob- 
lems. It is 
busy at all 
times making 
packings for 
the proper 
functioning of 
the thousands 
of machines and power and proc- 
essing equipment used in ail 
phases of industry. While the 
packing used may be only a small 
part of the machine or equip- 
ment, it is a highly important 
part. The best of machines can 
quickly break down if the packing 
is inferior. 

Distribution of its products is 
mainly direct to customers. Gar- 
lock products enjoy a ready ac- 
ceptance wherever machinery is 
used, and its trademark is known 
throughout the world. No single 
industry accounts for as much as 
10% of Garlock’s business, and 
no one customer accounts for as 
much as 1%. The company has 
branches and distributing points 
throughout the world, selling 
packings to the utility companies, 
aircraft companies, automobile 
companies, oil companies, chem1- 
cal and railroad companies, and 
many others. Direct customers 
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number about 40,000. 
Here is a company that has 
shown an operating profit since 


its inception in 1887, and has paid 
dividends without interruption for 
the past 50 years. Present divi- 
dends are at the regular rate of 
$1 per share, per year, and the 
company paid an extra 50c divi- 
dend in December. Earnings of 
the six months ended June 50, 
1950 were in the amount of $1.59 
per share. 

In 1929 earned surplus was in 
the amount of $1,700,000. Today 
the earned surplus is in excess 
of $9 million. The gross invest- 
ment in the company has in- 
creascd four times over what it 
was in 1930, and this expansion 
has been accomplished entirely by 
plowing back earnings. Garlock’s 
balance sheet. as of June, 1950, 
shows current assets of $7,960,000 
and current liabilities of $1,489,- 
000. Cash was in the amount of 
$3,100,000. 


The company has outstanding a 
$1,580,000 24%% bank loan due 
Dec. 31, 1956. Outside of these 
notes Garlock has no bonds or 
preferred stock. There are out- 
standing 418,500 shares of $1 par 
value common stock. The com- 
mon stock has a good over-the- 
counter market and is suitable for 
conservative individuais and trus- 
tees. It is selling around 16, 
which price is only 2% points 
from its low for the past 10 years, 
and it is 14 points under its 1946 
high. There are about 2,300 share- 
holders and most of the ofiicers 
and directors of the company are 
substantial holders of the common 
stock. 


J. WALTER LEASON 


Analyst. Shields & Company. 
Members New York Stock Exchange 


Long Island Lighting Company 

Reorganization of the Long Is- 
land Lighting Company on Oct. 
24, 1950, made available an elec- 
tric utility stock of unusual prom- 
ise. The stock 
is an attrac- 
tive specula- 
tion combin- 
ing service to 
one of the 
country’s 
most rapidly 
growing resi- 
dential areas 
and the cer- 
tainty of large 
savings from 
introduction 
of natural gas 
which began 
December 
1950. Since 
gross income is now only 5.2% of 
pro forma capitalization and sur- 
plus, the company would appear 
to have a good excess profits tax 
position. A special dividend of 25¢ 
has been declared pending estab- 
lishment of a regular rate. The 
Stock sells at about ten times 
earnings of $1.25 in the last 12 
months before introduction of na- 
tural gas. With natural gas avail- 
able, earnings for 1951 could ap- 
proximate $1.60 on indicated tax 
rates. A regular dividend of $0.80 
is a minimum expectation and it 
is not unreasonable to hope that 
he 25¢ special dividend may be 
continued at a $1.00 annual rate. 
Tnis would indicate a yield range 
hetween 6.4% and 8% which is an 
attractive return considering the 
dynamic growth of the area 
served. 

Capitalization — Reflecting the 
reorganization and recent financ- 
ing, capitalization at Sept. 30, 
1950, was: 
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Long Term Debt $ 92,717,400 

Preferred Stock None 

Common Equity 
(3,149,696 shs.) 


72.76 § 


34,732,634 27.25 
$127,450,034 100.00° 


Territory Served—The Long Is- 
land Lighting Company system 
extends over an area of approxi- 
mately 1,230 square miles along a 
length of about 120 miles. It ex- 
tends from the metropolitan New 
York City area to Montauk Point 
and, except for a few small local 
systems, covers all of Nassau and 
Suffolk Counties and the Rock- 
away Beach peninsula in Queens 
County. The rapid spread of New 
York’s population into suburban 
areas has added a large and stable 
residential gross to the company’s 
business. 

Easy access to New York City 
has made it one of the most rapid- 
ly growing residential areas in 
the United States. Its present pop- 
ulation of about 1,000-000 has in- 
creased 54% since 1940. The pop- 
ulation served is greater than that 
of the District of Columbia or any 
of fourteen states. This growth is 
reflected in revenues which have 
increased 128% since 1940 and are 
now derived 67% from electric 
and 33% from gas services. 


Economy of Area — Economi- 
cally, Nassau County (adjacent to 
New York City) is predominantly 
residential, and Suffolk County 
agricultural in character, but the 
last war and expanding popula- 
tion accelerated growth of the Is- 
land’s industry. Suffolk County 
is one of the country’s most im- 
portant farming areas with 1949 
farm income of $48% million. 
Poultry is also important, furn- 
ishing cash income of about $8 
million annually, and in its terri- 
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tory nearly 60% of the ducks in 
the United States are raised com- 
mercially. Long Island’s fishing 
industry amounted to $111 mil- 
lion in 1949 and shell fish another 
$842 million including 25% of all 
the country’s oyster grounds. 

Available information on indus- 
trial developement shows a 698% 
increases from 1939 to 1947 when 
$164 million of value was added 
by manufacturing; sale of electiic 
energy has since increased 40%. 
The aviation manufacturing in- 
dustry on Long Island is exten- 
sive and employed more than 21,- 
G00 persons before the current 
expansion. Other industries show 
considerable diversity. The 
Brookhaven National Laboratory, 
experimenting in atomic energy, 
is one of the company’s large con- 
sumers of electric energy. 

Electric Business—Average res- 
idential electric rates since 1940 
have been reduced 23% from 
4.89¢ per Kwh. This contributed 
to an increase of 76% in annual 
use from the 884 Kwh average in 
1940. Latest average residential 
use of 1554 Kwh is 5% ahead of 
the Middle Atlantic region aver- 
age and growing more rapidly: 
average residential rates of 3.76% 
per Kwh (before giving effect to a 
rate reduction on Oct. 25, 1950) 
were 9% higher. The latest unit of 
51,500 Kw capability was placed 
in service Oct. 1, 1950, bringing 
tctal generating capability to 
356,000 Kw; another 200,000 Kw 
will be placed in service during 
tne 1952-53 period. 

Natural Gas — Beginning this 
month, Transcontinental Gas Pipe 
Line will commence deliveries of 
natural gas. The company will re- 
ceive 35 million cubic feet daily 
which will be used to enrich the 
manufactured gas to produce a 
final processed gas of 537 Btu 
heat content, similar to the vres- 
ent gas sold. This supply of na- 
tural gas will permit addition of 
a large volume of new business, 
produce operating savings esti- 
mated at $3,209,000 the first year 
($0.54 a share after 47% tax). in- 
creasing to $3 400,000 in the fifth 
vear, and stabilize earnings by re- 
ducing dependence on coal and 
oil which at times fluctuate sharn- 
ly in price. For the twelve months 
ended Sept. 30, 1950. gas sendout 
was 10.96'billion cubic feet. ard 
2 ronserv*tiv~ eetimate indicate. 
sales of 15 billion cubic feét in 
1955. 


‘Expansion Pregram — Though 
use of natural gas reduces the 
amount of capital expenditures 
required to meet future growth, 
the construction program for 1950 
to 1954, inclusive, is very large, 
being estimated at $137,100,000 of 
which $16,200,000 was spent to 
Sept. 30, 1950. Electric property 
accounts for $101,800,000 of the 
total, gas property for $31,200 000 
and commen property $4,100,000. 
Tatal utility vlant at Sept. 30, 
1950, was $170474.163 against 
which there was a 26% deprecia- 
tion reserve of $44.315,689. The 
1950-54 expansion program, in ef- 
fect. contemplates a virtual doub- 
ling of the plant investment in a 
five-year period. 

Earnings — Earnings should 
benefit greatly from use of na- 


Continued on page 33 
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- Investment During Inflation 


By ERNEST W. FLENDER 


Pariner, C. B. Richard & Co. 
Members, New York Stock Exchange 


In presenting principles to guide investor in selection of secur- 

ities during inflation, Mr. Flender advises buying not with idea 

of absolute gain but with intention of preservation of one’s 

buying power. Holds this means selecting siock representing 

ownership in tangible assets, such as Oils and Non-Ferrous 

Metals, and Iron and Steel stocks. Stresses value of groups 
with growth poss.bilities. 


The inflation-minded investor 
has to worry about two things, 
what s ocks to buy and the timing 
of his purchases. This article 
deals with the 
easiest of the 
two by pre- 
senting a 
short ou line 
of what we 
consider the 
principle that 
should be 
Zuiding the 
investor in 
the selection 
of securities 
during infla- 
tionary  pe- 
-riods. 

- We notice 
that market 
analyss in increasing number 
are predicting a sell-off in tne 
stock market owing to what is 
called its “historically” high level. 
They may have a fair case but we 
venture to say that while stocks 
are not on the bargain counter, a 
break at this time will, in our 
Opinion, stay within the limits of 
a correction. Talking to. peopie 
we find.a great deal of con‘usion 
about politics here and abroad and 
a fear that the dollar may be worth 
very lit le. Inflation-mindedness 
‘will probably remain for some 
time a very potent factor in the 
market. Let us hope that as 
President Truman’s “austerity” 
plans unfold and the transition to 
a semi-war economy puts a s rain 
‘on many industries, inflation is 
recognized for what it is, namely, 
one of many factors determining 
stock prices, a factor which acts 
slowly but steadily in changing 
rhythm as government regulations 
‘and controls are decreed and all 
around conditions are shaping up. 
- The best and simplest rule about 
investments during inflation 
‘(meaning in this articie the pro- 
gressive rise of the cost of living) 
has been prascd cleverly in the 
short sentence: “Hold only what 
can hold its own.” In other words, 
carry only such securities which 
in proportion to the rising cost oi 
living give promise of adequate 
compensation, actual or potential. 

Investments selected in the ex- 
pectation. of progressive inflation 
should only be made for the long 
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term, not with the idea of abso- 
luté siin but with the intention of 
relative preservation of one’s 
buying power: 

Obviously, cash and everythin; 
representing urrency, such as 
credit balances, non-convertivle 
bonds and preferred siiares, eic., 
did not “hold their own” in past 
years. Based on the cost of food 
figures of the U. S. Bureau of 
Labor. the 1935 to 1939 dollar is 


now worth only 46c. 


The majority of inflation- 


minded investors will choose as 
inflation hedges cominon stocks 
representing ownership in tangi- 
ble assets. Three qualifications 
will be looked for: first, owner- 
ship of valuable property in the 
form of land, natura] resources, 
buildings, machinery, manufactur- 
ing processes, patents, good will, 
etc.: second, relative freedom from 
contrcls; third, good earnings, 
actual or potential, 

In examining specific groups of 
stocks, we will mention a few 
companies as examples. The in- 
vestor’s adviser will be able to 
supply complete lists of stocks 
having the proper qualifications. 

Public Utilities — Utility stocks 
ere very attractive at these levels 
for people looking primarily for 
large income, but as long as rates 
paid by consumers are figured on 
invested capital and not on “fair 
value” they are not suited as in- 
flation hedges. Exceptions will 
probably be found among some 
natural gas companies (e.g. Pan- 
hand'ie Eastern Pipe Line) pos- 
sessing large natural gas reserves 
for which, on the strength of a 
recent Supreme Court decision, 
mininium prices at well-head (i.e. 
higher prices) can be fixed by 
State Commissions without fear of 
Federal Power Commission inter- 
ference. 

Railroads are, to a certain de- 
gree, in a similar position as the 
utilities. The invested capital, 
however, is in all cases so ijarge 
toat for a long time to come a 
limitation of rates based on in- 
vested capi al cannot be claimed. 
Raijs are the most vital link in 
any defense scheme. The Inter- 
state Commerce Commission dur- 
ing the Jast decade has shown 
great understanding and fairness 
in its rate-making policy, and the 
Excess Protits Tax Act gives the 
tailroads a favored tax posi.ion. 
Traffic for years to come is likely 
to be very large, particulariy in 
the heavy industry districts. Div- 
idends are high and could be in- 


creased. The investor has a wide 
choice, ravging from the conse: 
vative Union Pacific and Atchison 


to the speculative rails in the East. 


Gold stocks were held in great 
esteem in the early 1930’s when 
cevaluation of gold was in the air. 
Under present circumstances—no 
devaluation of the yellow metal 
being in signt—they are unaittrac- 
tive, The price of goid is tixcd 
at $35 per ounce. Costs of miniiig 


are constantly rising and the like- 
ly withdrawal of more labor wilil 
probably bring upon less efficiei:t 
operation of the mines. 

The Oils and non-ferrous metals 
have great merit as long range 
inflation hedges, owing to a large 
portion of their assets being in the 

Continued on page 27 
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Inflation 


the Job Ahead 


By ALAN VALENTINE* 
Administrator of the Economic Stabilization Agency 


Chief wage and price stabilizer, asserting we must win fight 
against inflation regardless of time and efforts required, ac- 
knowledges artficial controls can do little, and urges higher 
taxes as “most fundamental attack.” Says there is also need 
to divert a larger part of growing purchasing power into sav- 
ings, and sceres selfish interests seeking protection. Pleads 
for aid of retailers and public in stabilization efforts, and advo- 
cates keeping low-end goods on market. 


It must no longer be necessary 
to dwell upon the stakes involved 
in the titanic struggle which has 
split our world asunder. Events in 
Korea have 
demonstrated 
that our Civ- 
ilization is in 
greater peril 
than ever be- 
fore. We have 
been. reluc- 
tant to recog- 
nize the re- 
ality and the 
nature of that 
challenge. We 
find it hard to 
believe’ that 
so soon after 
World War II 
there are still 
men who would impose their des- 
potic will around the world. But 
the facts have become clear, and 
have forced us to take the meas- 
ure of the danger. To meet it — 
and there is so little time — our 
nation must now move forward 
vigorously on every front. 

Obviously, our first concern is 





Dr. Alan Valentine 


to restore the balance of power 
which has shifted so _ gravely 
egainst us. This means rearma- 


ment on a vast scale—of ourselves 
and of our allies. Of course, there 


ere risks in such a course, but 
those risks are unavoidable, for 
there is no practical alternative. 


* This new military program, to- 
gether with necessary efforts to 
support it in non-military fields 
of activity, will inevitably impose 
a terrific strain upon our econ- 
omy. We have only begun to feel, 
in mild degree, the pressure of 
that strain. As men in ever in- 
creasing numbers are withdrawn 
from normal civilian pursuits to 


rnake or to use new weapons of 
defense, their withdrawal from 
normal production will decrease 


the amount of civilian goods and 
services available to all of us. At 
the same time, the total national 
payroll will mount to heights pre- 





*An address by Mr. Valentine at the 
40th Annual Convention of the National 


Retail Dry Goods Association, New York 
City, Jan. 8, 1951. 
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tet HOW BOND BUYERS CAN SAVE 
“<2] ON INCOME TAXES AND SECURE 
“a MAXIMUM SAFETY — This new 
40 page book contains up-to-the- 
minute tables that tell you just how 
much you con save in income taxes 
by investing in municipal bonds. 
In addition you will find interest- 
ing and valuable information on 
municipals. Profusely illustrated. 
Write for a free copy. No obliga- 
tion. LEBENTHAL & CO., 135 
Bway., N. Y. C. Tel. REctor 2-1737 
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viously unknown. Thus there will 
be fewer goods available and 
more dollars competing to pur- 
chase those goods. Inflation is the 
inevitable result, and_ inflation 
uncontrolled could ruin all of us. 


Must Win Fight Against Inflation 

No one can foretell how long 
the present struggle will last, or 
what form it will take. But one 
thing is sure: our economic ef- 
forts and our fight against infla- 
tion must last throughout that 
struggle, and until complete and 
final victory is won. To help win 
that victory is a task assigned to 
the Economic Stabilization Agen- 
cy, but not to that Agency alone. 
It shares the responsibility with 
other Departments and Agencies 
of the Government, and it knows 


that the ultimate responsibility 
raust rest with the American 
people. 


Why is it the business of every 
American to help curb inflation? 
Because inflation will pick the 
pocket of every wage earner. It 
will reduce the real income 
of every farmer and also those 
who live on pensions or on in- 
vestment returns. It will under- 
mine the value of every life in- 
surance policy. It will hack away 
at the ability of our endowed 
universities, colleges, hospitals, 
schools and philanthropic institu- 
tions to perform their essential 
tusks. It will make the real wages 
of teachers still tinier; the real 
value of school budgets | still 
smaller; it will make the costs of 
instruction, of maintenance, and 
of textbooks still higher. 

Accordingly, inflation is every- 
one’s business! No agency of Gov- 
ernment, however buttressed by 
law or Presidential authority, can 
succeed in its appointed’ task 
vithout the constant and sincere 
help of most Americans most of 
the time. This calls for a degree 
of self-restraint to which we 
Americans are not accustomed. It 
means that every special interest 
must, for the time being, be sub- 
ordinated to the common interest. 
It means that any wage earner, or 
farmer, or small businessman, or 
capitalist, who tries to wring 
from this tense economy special 
advantages, perhaps justified in 
peace time, must be curbed and 
corrected, primarily by the disap- 
proval of his fellow citizens. Only 
if this can be done, can we be 
confident that the disastrous ef- 
fects of inilation can be avoided. 

Sacrifice by all hands cannot be 
avoided. In many civilian lines, 
the quantities available for the 
population will be drastically cur- 
tailed. If going without a new re- 
frigerator or television set is a 
sacrifice, then many will be called 
upon to endure it. One of the 
painful jobs the Economic Stabil- 
ization Agency faces is working 
out how goods in short supply 
can be most fairly distributed. 
Clearly, their distribution cannot 
be left as in normal times, to the 
free play of prices in the market 
place. That would result in most 
unfair distribution, particularly 
in respect to items important in 
the daily living of most of our 
people, for conditions have 
brought it about that there is no 
longer normal free play of prices 
in the market place. 

From that statement might 


come concern that the Agency I 
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represent may not be as whole- 
heartedly devoted as you would 
like to the principle of free play 
of market prices which is our 
rrivate enterprise economic sys- 
tem. 

Let me reassure you. There is 
no one in this rcom more firmly 
devoted to American private en- 
terprise, adjusted, of course, to its 
social responsibilities. I firmly be- 
lieve each of my assistants shares 
my devotion. Wedonot regard it 
as the function of our agency to 
change our economic system or to 
assume the mantle of a reformer of 
American business or American 
society. Our job is to stabilize our 
economy, and that is job enough 
to occupy our minds and our en- 
ergies. We want to stabilize it with 
the absolute minimum of impair- 
ment to the normal working of 
our free enterprise system; with 
the maximum careful guarding of 
its highly productive power; and 
with the hope that it can return 
promptly to the normal economic 
elbowroom of those who work in 
it at every economic level. 

But the vast added sums di- 
rected into our productive system 
hy Government for National De- 
fense; the control of where those 
funds are placed and how they 
are used; the controls and priori- 
ties of materials, these produce 
zn abnormal condition agumented 
at present by inherited inflation 
and by high levels of employment. 
These factors have already upset 
that normal relationship between 
supply and demand, that normal 
elbow-room by which prices in 
our free system are determined. 
Our economics are already out of 
balance; our free enterprise sys- 
tem is no longer in its free en- 
vironment; the job of stabilization 
is to bring those economics into 
balance until our economy can 
again be normally free. I promise 
we shall do so with a minimum 
of tinkering and with the desire 
to work ourselves out of our own 
jobs by making conditions nor- 
mal as soon as that can be done. 

But our work of wage and price 
stabilization is only a small part 
of the work which must be done. 
Our controls will be artificial; 
they can do little to increase the 
supply of goods through stimulat- 
ing production, or to reduce the 
demand for goods through reduc- 
ing available funds to purchase 
them. Such fundamental attacks 
on inflation come through con- 
trols of credit, increased taxes, in- 
creased production by greater ef- 
ficiency or longer hours, and in 
other ways. The Federal Reserve 
Board has already made sound 
moves; other agencies of Govern- 
ment have taken some steps and 
will take more. 


Attack Through Higher Taxes 
and Savings 


Much lies with Congress. The 
most fundamental attack on in- 
flation is through taxes. There 
must be a drastic increase in taxes 
affecting everyone, and taxes un- 
til they hurt. There is also need 
to divert a larger part of the 
growing purchasing power of the 
American people into savings. But 
when all that can be done, there 
will still be a larger area in which 
ESA must function if every plane 
is not to cost twice as many dol- 
lars as was estimated when funds 
were appropriated for it, and if 
prices are to be kept low enough 
for people to have the necessities 
of life. 

But among all the other Agen- 
cies involved the most important 
one is the people of the United 
States. Not all of the other Agen- 
cies together can succeed unless 
the need, the purpose, and the 
methods are widely understood 
and generally supported. There 
are now, as always, powerful 
special interests which seek in the 
National Capitol to advance their 
causes. Whatever may be our at- 
titude toward those _ pressure 
groups in peacetime, can we not 
agree that in times like these, no 


Continued on page 39 
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Experimenting in 
Investment Studies 


By O. K. BURRELL* 


University 


of Oregon 


Professor Burrell reports on original studies in market struc- 
ture, on premise stock market action directly reflects how partic- 
ipating individuals behave. Notes controlling tendency to buy 
dividends; and to identify value with cost, thus stimulating 


overemphasis on “resistance points.” 


Notes no evidence that 


volume is instrument for predicting value changes. Concludes 
concentration on investor psychology is necessary for under- 
stand:ng of market price movements. 


It is impossible to define an in- 
vestment study with any precision. 
In investment we are interested 
in what the world will be like to- 
morrow and 
consequently 
almost any 
kind of gen- 
eral economic 
inquiry or an- 
alysis may be 
significant 
from the point 
of view of in- 
vestment. In 
spite of the 
difficulties of 
definition 
there is such 
a thing as an 
investment 
study: It is 
perhaps use- 
ful for our purposes to divide such 
studies into the following cate- 
gories: 

(1) Value Studies — These are 
studies based on cross cut analysis 
of value elements in industry 
groups and particular securities. 
They are necessarily based on ex- 
plicit or implicit assumption re- 
garding the future. 

(2) Tests of Results of Alter- 
native Investment or Speculative 
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Policies — The studies of Edgar 
Lawrence Smith, Van Strum, 
Rose, Rodkey and others were 


based upon this method. More re- 
cent studies of formula planning 
have also followed this method. 
Essentially this method measures 
the results of a given policy over 
what is believed to be a represen- 
tative segment of time. 

(3) Studies of Market Structure 
—These studies involve essential- 
ly the behavior of markets and 
the relationships and patterns of 
prices. They include a wide vari- 
ety of topics having to do with 
market response to both internal 
and external factors. 

This paper is concerned pri- 
marily with studies classifed here 
as studies in market structure. 
Our thesis is that the behavior of 
markets is but a reflection of rela- 
tively constant human _ behavior 
patterns and that experimental 
studies designed to reveal how 
men behave in the market may 
be of value in understanding how 
security markets work. 


Experimental Method Difficult 


It is difficult to adapt the ex- 
perimental method to investiga- 
tions in finance because it is diffi- 
cult to approximate the circum- 
stances under which economic de- 
cisions are made. But the exten- 
sive use of the experimental 
method in psychology suggests 
that it may be possible to devise 
valid experiments that will add to 
our understanding of how markets 
work. This does not mean that we 
should abandon the more conven- 
tional types of investment or eco- 
nomic studies. It is only suggested 
that experimental studies may add 
to our knowledge of markets and 
perhaps even be useful to inves- 
tors in avoiding. errors. If, for 
example, we discover a delinite 
behavior pattern we may be able 
to infer a resultant security price 
pattern. We may then logically go 





*A paper presented by Professor Bur- 
rell at the Round Table on Investments, 
Benjamin Graham chairman, before the 
American Finance Association, Chicago, 
Dec. 29, 1950. 


to price volume data to see if such 
a pattern exists. If it does not 
appear to exist then either the 
analysis of investor behavior was 
unsound or other forces have out- 
weighed and overshadowed the 
effect of the particular behavior 
pattern. 

If we are to undertake experi- 
mental studies we must clearly 
unders‘and that the experimental 
method is not likely to yield quick 
and spectacular results. We must 
not be too quick to accept conciu- 
sions based on a single experi- 
ment. Experiments must not be 
conceived as a means of pointing 
the way to quick profits in the 
stock market. The experimental 
method has limited application at 
best and should be thought of asa 
means of increasing our under- 
standing of how markets work 
and without too much immediate 


concern over how the results 
should influence investment be- 
havior. 


Two Experiments 

It is perhaps in order here for 
purpose of illustration to review 
and report on two experiments, 
one published and one unpub- 
lished. 

The first of these was published 
under the title, “An Experiment 
in Speculative Behavior.” ! It at- 
tempted to measure investor-spec- 
ulator response to price level and 
to price change and to dividends. 
The experimental group was a 
class of about 40 students in in- 
vestments, From this group 33 
usuable sets of data were ob- 
tained. Six class sessions were re- 
quired to complete the experi- 
ment. The assigned objective was 
to obtain the greatest possible 


Continued on page 35 





1 Bureau of Business Research, Uni- 
versity of Oregon, 1950. 
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Retail Trade 
Commodity Price Index 
Food Price Index 
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and Industry Sasines Fonere 
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Industrial production on a country-wide basis last week held 
closely to the level of the previous week, but revealed some slight 
contraction from December’s weekly average by virtue of the 
loss of a work-day. 


Compared with a year ago, aggregate output was markedly 
above the level for that perioa. With respect to employment, the 
latest figures for unemployment insurance claims show a slight 
increase in scattered industrial sections of the nation. This con- 
dition can be attributed in part to the country’s industrial conver- 
sion to a virtual wartime basis. 

To illustrate this point, manufacturers of civilian goods are 
beginning to cut back operations under the impact of steel and 
nonferrous metal shortages, according to “Steel,” the weekly 
magazine of metalworking. Some metalworking shops already 
have curtailed. Others plan to do so shortly as the shift to a 
defense economy accelerates. But cutbacks to date provide only 
a foretaste of things to come. Much sharper contraction in hard 
goods manufacturing looms in the weeks ahead as government 
curbs on end uses of metal go into effect. Plant shutdowns and 
accompanying unemployment appear certain before the end of the 
current quarter, this magazine asserts. 

The extent of slackening in general metalworking will depend 
largely, but not entirely, on the speed with which defense orders 
are placed. It will take manufacturers time to adjust to new pro- 
ducticn routines even after they obtain defense orders. In the 
main, however, it is believed dislocations will be short-lived. 

Progressively tight steel supply conditions are indicated 
through the first half of the new year. But the chief immediate 
concern of general manufacturing industry centers on the non- 
ferrous metals. Heavy general use, allocations to defense, and 
government stockpiling are piaying havoc with supplies of these 
metals. The outlook in copper is particularly distressing at the 
moment. 

Far extended delivery promises on fabricated steel are dis- 
couraging builders from going ahead with plans for various proj- 
ects. Building steel is in growing scarcity, and more heavy steel 
items are scheduled te be diverted from commercial channels for 
the building of defense plants, including steel expansions. 

Clarification of the status of steel prices under the govern- 
ment’s rollback order is still awaited, “Steel” points out. Scrap 
price discussions were held in Washington last week, but no final 
decisions were reached. Reports in the trade were to the effect 
a rollback of No. 1 heavy melting steel to $45 Pittsburgh is pos- 
sible, with unprepared scrap taking a $6 per ton differential under 
the major grades, this trade paper concludes. 

The forecast for passenger car output in the first half of 1951 
may fall no more than 150,000 short of the 3,100,000 units turned 
out in the like period of last year, Ward’s Automotive Reports 
indicates. That would be a drop of less than 5%. The govern- 
ment’s stockpiling of metals, creating shortages for civilian uses, 
may not reduce automobile production much more than did the 
100-day Chrysler strike in the first half of 1950, the reporting 
agency states. 

It adds, defense orders thus far are not seriously affecting 
the motor car industry’s operations. 

In the President’s annual message at a joint session of Con- 
gress on the State of the Union, Mr. Truman outlined his foreign 
and military policy for the United States envisioning a compre- 
‘hensive and costly program of defense mobilization. 

Stating that the United States is willing, as it always has 
been, to negotiate honorable settlements with the Soviet Union, 
he stressed the point that “we will not engage in appeasement.” 


The 

















Touching upon additional sources of revenue to assist in 
implementing the proposed expansive defense program, he added, 
that major tax increases would be requested, but did not indicate 
their scope. 

According to high-placed officials, the Administration’s tax 
program. which will be in the hands of Congress within the next 
few weeks, will. they asserted, call for increased tax rates on 
corporate and personal incomes, more excise levies and steeper 


rates on many items already taxed. The Treasury wants the 
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Wall Sit. & Investment 
Analysis Explained 


A new book covering a great 

variety of subjects of interest to 

investors, dealers, brokers, bank- 
ers, educators and the like. 


“Wall Street Explains Its Oper- 
ations to a University Class” is the 
title of a book just published 
containing a_ collection of the 
transcripts of lectures given by 
leading investment business exec- 
utives to a University of Vermont 
class which visited Wall Street 
during the Summer of 1950. They 
appeared concurrently in the col- 


umns Of the “Commercial and 
Financial Chronicle.” 

There are 31 chapters in all 
dealing with a wide variety of 


subjects such as: The stock listing 
requirements of the New York 
Stock and Curb Exchanges, round 
and odd-lot trading on the big 
board, the over-the-counter mar- 
ket in stocks, the corporate bond 
market, wholesaling of corporate 
securities, corporate bonds. vs. 
municipals, auto and accessory, 
chemical and food processing se- 
curities and the investment posi- 
tion of mutual funds. 

Copies are available at the New 
York Institute of Finance, 20 
Broad Street, New York City 5, 
N. Y. The price is $3 a copy for 
single copies, with reductions for 
quantity orders. 

Anyone interested in securities 
or the operations of Wall Street 
should find this book, edited by 
Dr. Philipp H. Lohman and Pre- 
fessor Franc H. Riccardi of the 
Department of Commerce & Eco- 
nomics, University of Vermont, a 
valuable acquisition. 

Many copies will undoubtedly 
be donated by investment firms to 
colleges and high schools through- 
out the country because of the 
feeling that this book can be a 
most useful medium for carrying 
Wall Street’s story to the investor 
of tomorrow. 


"BO Pid. Stk. Offerings 


Union Securities Corporation, 
65 Broadway, N. Y. 6, N. Y., has 
prepared its annual compilation 
of offerings of preferred stocks. 
The tabulation, covering the cal- 
endar year 1950, disclosed that the 
number of preferred issues of- 
fered during the year increased 
substantially over the number 
sold during 1949 and 1948, but 
decreased very considerably from 
the number marketed in 1947. 

A total of 93 preferred issues 
was offered during 1950 compared 
with 69 issues in 1949, 75 issues 
in 1948 and 181 issues in 1947, ac- 
cording to the analysis. Offerings 
of preferred stocks of utility com- 
panies again predominated; con- 
stituting 57 of the total of 93 pre- 


ferred issues sold last year. In 
1949, offerings of public utility 
preferred stocks numbered 46; in 
1948, 38, and in 1947, 45. In 
addition to the offerings of public 
utility stocks, senior equity fi- 
nancing during 1950 included 


issues of industrial companies. 
chain and department stores, and 
finance companies. Eleven issues 
were placed privately during 1950 
comnpered with one vrivate place- 
ment in 1949; four in 1948, and 21 
in 1947. 

The compilation of 1950 offer- 
ings lists the 93 issues alpha- 
betically and gives the month in 
which each offering was made; 
dividend rates; issue price, and 
bid and asked prices as of Dec. 30, 
1950. 


Three With King Merritt 


(Specia) to Tue FINaNcIAL CHRONICLE) 


ST. CLOUD, Minn.—George R. 
Bedard, Harold H. Bergman and 
Reinhart Rose are now with King 
Merritt & Co., 
Street. 


1616 St. Germain 











Observations... 
By A. WILFRED MAY 
“‘What Shall I think of My Company’s Management?” 


The difficulties confronting the investor—expert, semi-expert 
and completely inexpert—in his status as individual public 
stockholder are highlighted by three major current projects for 
appraising company managements. 


In one of these, “Forbes Magazine of 


























Business,” is for the second year issuing an 
evaluation of the executive direction of major 
corporations, giving a specific “score” to the 
largely intangible qualities of management 
and its policies. 

Operating differently, the American Insti- 
tute of Management, a non-profit organization, 
is now enlarging its continuing operation of 
rating managements and their boards of di- 
rectors, as a community service. 

Another effort somewhat along the same 
: $f lines, but concentrated On protecting the rights 

eon‘? | of the individual lay stockholder, is the forth- 
‘ 4 coming (on Jan. 15) 79-page Annual Report 
be Sead 6s Dy 6the: «brothers Gilbert, “Minority Stock- 
A. Wilfred May holders Numbers One and Two,” voluntarily- 
assumed stewardship of the small investor’s 
interests through their indefatigable attendance at corporation 
meetings. 











Five Management Tests 

The Forbes survey, rating 198 managements this year against 
149 covered in its initial effort last year, tests them in the fol- 
lowing five phases, largely centering on “company manners”: 
(1) executive ability, (2) labor relations, (3) stockholder relations, 
(4) community relations, and (5) public relations. 

The respective management’s shcwings in each of these 
branches of their activities arc explored ail rated by means of 
mailed questionnaires, by personal on-the-spot interviews, and 
through the opinions secured from industry specialists in the 
securities field. Some additional reliarce is placed intra-industry 
statistical comparison—a method which, in this writer's opinion, 
is the most sound and useful, particularly when rating execvtive 
ability. 

The American Institute of Management, under the Presidency 
of Jackson Martindell. an experienced Wall Street-er, scrutinizes 
the workings of 2,400 companies following 5301 questions grouped 
under following 10 subdivisions of the managerial process: 

Economic Function. 

Corporate Structure. 

Health of Earnings Growth. 

Fairness to Stockhoiders. 

Fiseal Pelicies. Executive Evaluation. 


All 2,400 companies are specifically rated following these 
counts; of which 243 have been selected for particular excellence 
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Reseerch and Development. 
Directorate Analysis. 
Production Efficiency. 
Sales Vigor. 
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Direct Placement of Securities 


By DR. GEORGE T. CONKLIN, JR.* 
Second Vice-President, Guardian Life Insurance Co. 


Dr. Conklin reviews and analyzes private placement of security 
issues since passage of SEC Acts and indicates nature and 
importance of this development. Says avoidance of registra- 
tion expenses is not major factor in growth of private place- 
ment, which can better be ascribed to other economic factors, 
such as savings in flotation costs, and changes in the supply- 
demand relationship in securities markets. Stresses large in- 
crease in institutional investment funds as leading factor for 
growth of private placements. 


The importance of direct place- 
ments as a method of distributing 
corporate bond issues is attested 
to both by the fact that such is- 
sues in the 
last ten years = 
have totaled 
almost fifteen 
billion dollars, 
and by the 
fact that dis- 
cussion of the 
problems 
raised thereby 
has consumed 
many thou- 
sands of pages 
of testimony 
before legisla- 
tive commit- 
tees, state and 
Federal. This 
paper, after consideration 
definition of direct 
will give some brief historical 
data and some current factual 
data, and will then treat some of 
the more important economic as- 
pects of this method of distribut- 
ing securities. An attempt will be 
made to view the situation from 
the objective viewpoint of an 
cconomist rather than from the 
interested viewpoint of an invest- 
ment man. 

Definition 

For the purpose of this paper a 
cirect placement (often called 
Private placement) will be con- 
sidered as an issue of securities 
with a maturity of over five years 
and usually ten years or longer, 
the terms of which are negotiated 
directly between the borrower 
and the lender, with or without 
the aid of an intermediary, and 
title to which passes directly from 
the borrower to the lender. The 
important points of contrast with 
the publicly underwritten issue 
are: 

(1) The negotiation of the terms. 
in which negotiation the lender 
plays a very significant part con- 
trasted to the publicly underwrit- 
ten security in which the lende1 
plays no direct part, and, 

(2) The direct passage of title 
from the borrower to the lender 
as contrasted to the underwritten 
issue in which the title passes 
‘irst to the underwriter and then 
to the lender, 
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of a 
placements, 


History of Direct Placements 


Most people associate direct 
placements with the passage of 


the Securities Act of 1933 which 
nrovided that security issues of- 
fered to the general public had to 
be registered with the SEC and a 
registration statement filed there- 





*Text of an address by Dr. Conklin at 


with, whereas issues in which 
there was no offering to the gen- 
eral public (hence called private) 
did not have to go through the 
registration process. Actually, 
however, as Fraine has pointed 
out, from 1900 to 1933 there was 
no year in which there were no 
direct placements: in several years 
such issues amounted to more 
than 10% of the volume offered 
publicly and in one year amounted 
to more than one-fifth of such 
volume. 

Adequate data on direct place- 
ments dates from the collection 
by the SEC of such data begin- 
ning in 1934; prior to that time the 
statistics are very limited and 
probably understate the amount 
of such financing. 

Since 1933 direct placements 
have grown substantially in vol- 
ume and as a percentage of total 


offerings. In 1948 and 1949 such 
issues totaled $3,008,000,000 and 
$2,453,000. 000 respectively, and 


amounted to over 50% of all cor- 
porate bond issues. Table I below 
gives the relevant data from 1934 
to date. 


Direct Placement by Type of 
Industry 

The significance of the statistics 
on the total volume of direct 
placements compared to the total 
corporate bond offerings is re- 
duced considerably by the fact 
that there is such a wide variation 
from one industry to another. 
Consequently, the change in the 
percentage of direct placements 
to total bond offerings from one 
year to another or over a period 
of yvears may merely reflect a 
changed composition of security 
offerings, rather than a_ basic 
tendency toward or away from 
direct placement. 

Comparable. statistics covering 
total corporate bond offerings by 
industry and direct placements 
of bonds by industry over a pe- 
riod of years are not presently 
available, and constitute a serious 
gap in direct placement statistics. 
However, based upon piecing to- 
gether available information for 
1948 and 1949, direct placements 
would appear to comprise ap- 
proximately 25% of.public utility 
bond offerings, less than 1% of 
railroad bond offerings and per- 
haps in excess of 85% industrial 
and miscellaneous bond offerings. 
There appears to be wide varia- 
tion also within the public utility 
field; thus in the case of electric 
companies direct placements com- 
prise less than 20%: gas, reflect- 
ing the high percentage of direct 
placements in natural gas trans- 
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100%. One possible partial ex- 
planation for the higher percent- 
age of total bond offerings ac- 
counted tor by direct placements 
in 1948 and 1949 compared to 
prewar years, is the greater rela- 
tive importance of industrial is- 
sues in total offerings for those 
years. 

The SEC does furnish data on 
all direct placements (both bonds 
and stocks) by type of industry, 
and this is given in Table II below. 


Direct Placement by Type of 


Security 
The overwhelming preponder- 
ance of direct placements is in 
corporate bonds (Table III); in 


1943 for example almost 98% were 
bonds, slightly less than 2% were 
preferred stocks, and a negligible 
fraction were common stocks. Di- 
rect placements may therefore be 
considered a debt phenomenon as 
of today, and only direct place- 
ments of bonds are considered 
in this paper. 


Direct Placements by Type of 


Lender 
The life insurance companies 
completely dominate the direct 
placement field accounting for 
over 90% cof such issues in each 
of the last several years. Banks 


are next in importance, account- 
ing in 1949 for slightly less than 
5%, and private pension funds 
are next with somewhere in the 
neighborhocd of 2-3%. Insurance 
companies, other than life, and all 
other institutions accounted for 
less than 1% in 1949. Table IV 
below gives the relevant available 
statistics. 


Importance of Direct Placement in 
Investment Portfolios of Life 
Insurance Companies 

Direct placements are of great 
importance in life insurance in- 
vestment portfolios. The Life In- 
surance Association of America 
has compiled data (Table V) con- 
cerning the holdings of 28 life in- 
surance companies, including the 


22 largest, which shows that di- 
rect placements accounted for 


53.5% and 55.8% of total corpo- 
rate bond portfolios in 1948 and 
1949 respectively. Moreover, in 
the year 1949, approximately 72% 
of the corporate bond acquisitions 
of these companies were direct 
placements. 


Reason for Growth of Direct 


Placements 
A great many people have felt 
that direct placements were 


caused largely by the registration 
process necessary for public of- 
ferings under the Securities Act 
of 1933; they reason that the high 
cost of -registration, the civil and 
criminal liabilities connected 
therewith, the red tape, inconven- 
ience and delay caused by regis- 
tration have led corporate man- 
agement to avoid registration by 
direct placements of securities. 

While it is true that the passage 
of the Securities Act of 1933 with 
its exemption for direct place- 
ments in all probability gave impe- 
tus to this method of financing, 
it is my opinion that much more 
fundamental economic forces are 
responsible for its subsequent 
growth. This is a conclusion which 
has also been reached by Fraine 
in his paper before this group 
two years ago, by Wilde in his 
paper given in October, this year, 
before the American Life Conven- 
tion, and by Corey in his article 
in the November issue of the 
“Harvard Business Review.” 

The additional costs of offering 
a security publicly which can be 
traced to the registration require- 
ments of the Securities Act of 
1933 are but a small part of total 
distribution costs. The latest sta- 
tistics available on this question 


are contained in a study of the 
SEC entitled, “Cost of Flotation, 
1945 - 1947,” published in 1949. 


Table VI. below clearly brings out 
these facts. Thus, for the three- 
year period 1945-47, of total flo- 
tation costs of 1.43% of the gross 


proceeds of 135 bond issues, costs 
of flotation attributable entirely 
to registration amounted to only 
0.01%; expenses partly attribut- 
able to registration amounted to 
0.27%, and expenses not affected 
by registration amounted to 1.15%. 
Tous. over 80% of the cost of 
publicly offering a bond was ac- 
counted for by costs not affected 
by registration. It must be quite 
clear, therefore, that the avoid- 
ance of the expense of registra- 
tion is not a major factor in lead- 
ing corporations to finance pri- 
vately. Other costs of distribution 


which can be saved by direct 
placement are far more impor- 
tant; for example, underwriting 


commissions and discounts which 


amount to more than 60% of the 
total flotation costs, can be ma- 
terially reduced or even elimi- 


nated in direct placement. 

The other disadvantages of reg- 
istration mentioned above, namely 
criminal and civil liabilities, delay 
and red tape may be of controlling 
importance in certain instances 
here and there but in general, 
they are not of decisive import- 
ance in connection with bond fi- 
nancing. In the 1941 Congression- 
al hearings on a proposed amend- 
ment to the Securities Act to re- 
quire registration for all direct 
placements over $3,000,000, the 
SEC took the position that such a 
requirement was not necessary 
because the large lender did not 
need the protection, and because 
it would not in their opinion re- 
duce the volume of direct place- 
ments. 

There are a number of funda- 
mental economic forces which led 
to the widespread development of 
direct placement, and they are all 
interrelated. The first such de- 
velopment was the changed sup- 
ply-demand relationship in the 
market for corporate bonds. Up 
until the early 1920s the supply o. 
private debt increased more than 
enough to take care of investment 
requirements of institutional in- 
vestors. Corporate long term debt 


reached a peak just before the 
passage of the Securities Act of 


1933, and declined steadily there- 
after until the expansion in debt 
following World War Il. While 
corporate debt was declining about 
$10 billion, insurance assets were 
increasing about $30 billion; more- 
over, the normal outlet for bank 
assets, namely bank loans, de- 
clined considerably with the re- 
sult that the demand on the part 
of banks for corporate bonds in- 
creased. Thus, a complete rever- 
sal of the supply-demand picture 
took: place almost coincident with 
the passage of the Securities Act 
of 1933. At the same time insti- 
tutional investment interest in in- 
dustrial bonds increased marked- 
ly; prior to the ‘30s insurance 
companies. invested relatively lit- 
tle in industrial bonds: during the 
°30s, insurance companies began to 
invest considerably sums in such 
bonds. This was the result of 
several factors; in the first place 
the whole railroad bond field, 
which had been the primary bond 
investment medium for insurance 
investment, fell into disrepute as 
a result of the experience of the 
1932 depression; secondly the in- 
vestment repute of industrial 
bonds increased during the ‘30s, 
and they became a natural outlet 
for institutional funds; lastly the 
New York Insurance Law was 
amended in 1928 to allow insur- 
ance company investment in un 
secured corporate obligations, 
which greatly facilitated the in- 
vestment of the large New York 
companies in industrial bonds. 
This was a significant develon- 
ment because, as has been pointed 
out, direct placements. are most 
imvor'a>t relatively in the indus- 
trial field. 

As a result of this basic change 
in the demand-suovply relationship 
affecting corporate bonds, and as 
a result of a definite fiscal policy 
on the part of the Federal Gov- 
ernment initiated during the 
Roosevelt Administration, interest 
rates sharply declined. This de- 
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cline in interest rates coupled with 
the taxation policy of the Federal 
Government had two very import- 
ant results which had consider- 
able influence on the development 
of direct placements. Corporate 
borrowers turned heavily toward 
financing their capital needs by 
issuing bonds. Not only was equity 
financing difficult, but it was ex- 
tremely expensive when compared 
to bond financing at low interest 
rates, with interest a deductible 
item for income taxes. At the same 
time individual investors who had 
been heavy investors in corporate 
bonds during the ’20s found them 
increasingly unattractive due to 
the lower interest rates and high 
personal income taxes. Conse- 
quently, the individual largely 
dropped out of the corporate bond 
market; this was largely the result 
of his being priced out. The low 
yield on bonds, particularly after 
income taxes, was insufficient to 
attract him, and he turned to the 
tax-exempt municipal market. 
This interest of the individual in- 
vestor in the municipal market, 
coupled with that of corporate in- 
vestors and trust funds, in turn 
priced the insurance companies, 
who derived little benefit from 
tax-exempt securities, out of the 
municipal market and- heightened 
their interest in the corporate 
bond market. 

When all these factors are put 
together I believe we have the real 
forces which led to direct place- 
ments. In the ’20s and prior years, 
insurance. companies and banks 
were far from a dominant influ- 
ence in the corporate bond mar- 
ket; the supply of investment out- 
lets was more than ample to take 
care of their needs and there was 
no real investment problem. In- 
terest rates were relatively high, 
and income taxes relatively low, 
consequently the individual was 
interested in corporate bonds for 
investment. The small investor 
thus was a very important part 
of the market, and almost any is- 
sue of corporate bonds had to be 
widely distributed in order to se- 
cure its success. This meant that 
investments had to be “sold,” and 
a large sales forces was essential. 
The developments outlined above 
changed all this: with the decline 


in suitable investment outlets 
there arose a serious investment 
problem for institutional inves- 


tors. They became hungry for 
bonds, and their greatly increased 
investment funds enabled them to 
more than supply total corporate 
debt requirements. Thus, the suc- 
cess of any issue of corporate 
bonds no longer required wide- 
spread distribution; it could be 
distributed to a few institutional 
investors, who were eager to se- 
cure the opportunity to invest 
large sums in a qualified issue. 
Not only was a widespread distri- 
bution of bond issues unnecessary 
to their success; it would have 
been highly impractical, because 
the small investor was no longer 
interested in such issues. Conse- 
quently, investment quality bond 
issues largely “sold” themselves. 
There was literally no real “sell- 
ing” problem. Is it any wonder 
that a distribution mechanism 
which was appropriate to the con- 
ditions of the ’20s and prior years 
would undergo fundamental 
changes when faced with the 
greatly changed conditions of the 
°30s? The key factor in bond dis- 
tribution prior to the ’30s was the 
underwriter. His function might 
be classified as four: 

(1) To provide the contact be- 
tween the borrower and the lend- 
er; 

(2) To serve as consultant to the 
borrower—to advise him concern- 
ing his financing problems in gen- 
eral and on the terms of any par- 
ticular bond issue: 

(3) To provide a degree of pro- 
tection for the small investor: and 

(4) To employ a large force of 
salesmen to distribute the securi- 
ties. 

Now what functions 
have been logical to 


would it 
expect to 


Continued on page 21 
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A Summary of Progress 


THE GLIDDEN COMPANY | 


Highlights of Annual Report, 1950 








SALES — Total for fiscal year ending October 31, 1950, 
was $188,607,965.92, compared to $160,143,275.90 for 
1949.This was an increase of more than $28,000,000 in 
sales with an inventory increase at the end of year of less 
than $2,000,000. Unit volume of production and sales 
was more than 20% above that of any previous year. 


PROFIT— After taxes and all charges, total was 
$8,561,660.08 compared to $6,191,923.16 for 1949. 
Profit per share: $4.11 on 1,971,623 shares, compared 
to $3.23 on 1,780,536 shares last year. 


NET WORTH -— Increased during year from 


$56,837,492.20 to $66,194,159.66. This is almost double 
the 1945 net worth of $35,115,554. 


DEBT-— At the end of the year, the company was free 
from bank loans and funded debt. 


PLANT-— During the year, $2,632,692 was invested in 
plant additions and $2,377,833 was spent for mainte- 





nance. New $3,500,000 soybean processing plant in 
Indianapolis completed early in 1950 brings to 37 the 
number of manufacturing units operated by the com- 
pany. New titanium pigment plant expected to be in 
operation in March will more than double production 
of this essential white pigment. 


PRODUCTS—Heavy demand continues for products of 
all divisions. Paint division had record sales and profits 
in 1950, spearheaded by the new washable wall paint, 
Spred saTIN. Durkee Famous Foods and all other 
divisions showed gains over 1949. Company policy of 
diversification and of producing our own raw materials 
has proved profitable. 


RESEARCH — Activities in all divisions, which have 
contributed so greatly to company growth in the past, 
show great promise for the future. Our Soya Research 
Laboratories have made remarkable progress in the 
development of hormones and steroid compounds 
from soybeans. 


CONDENSED CONSOLIDATED BALANCE SHEET 





Assets 
Current Assets ...........20ee008 $54,037,130.91 
CE, ig oe a 043 3'9:0.0G' 6 Eee ¥s 2,702,112.19 
Property, Plant and Equipment ....... 26,922,041 .86 
Deferred Charges ...........2e00- 649,968.61 
Total Assets .........006. $84,311,253.57 














A copy of the Company's Annual Report 


will be sent on request 


THE GLIDDEN COMPANY - 








Liabilities 
Current Liabilities ................ $15,617,093.91 
Reserve for Contingencies .......... 2,500,000.00 
Capital Stock and Surplus .......... 32,695,566.90 
ered Surpis on vee vc ecaceeaas 33,498,592.76 
Total Liabilities ........... $84 311,253.57 





CONDENSED CONSOLIDATED 
PROFET AND LOSS STATEMENT 





6.0350 8 eed: oa 5 at $188,607,965.92 
Profit Before Taxes on Income...... 14,437,660.08 
Taxes—Estimated (basis, new tax law) 5,876,000.00 | 
Consolidated Net Profit .......... 8,561,660.08 
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The Tasks That Confront Us 


By MALCOLM P. McNAIR* 


Lincoln Filene Professor of Retailing 
Harvard Graduate School of Business Administration 


Professor McNair lists important tasks confronting nation as, 
(1) increasing production and (2) control of inflation. Holds 
price rises cannot be stopped by pay-as-you-go program and 
main task will be to keep price advances under control. Points 


out dangers in use of controls 


and taxation that may hamper 


defense efforts by destroying business profits and discouraging 
private savings. Contends excess profits tax is “piece of 


economic unwisdom.” 


Predicts increase in retail business in 


1951, due, however, mainly to higher prices. 


The grim developments in 
Korea since Thanksgiving make it 
vitally necessary for all of us- 
business, labor, government, and 
the general 
public —to 
face u p 
squarely and 
soberly to the 
job that lies 
ahead. In raw 
manpower for 
ar mie 4 
navies, and 
air forces we 
are unlikely 
ever to equal 
Russia and her 
satellites; that 
is why our 
supply of 
machines and 
equipment for 
war and our productive capacity 
are so essential to our safety. 
Clearly under these circumstances 
ours is not merely a problem of 
having given numbers of troops 
and quantities of weapons avail- 
able at any given moment but of 
maintaining the basic capacity for 
whatever military operations may 
develop; nor is it so much a prob- 
lem of peak effort and a swift 
culmination as of sustained readi- 
ness over a period of unknown 
and perhaps unknowable duration. 

Sustained readiness, let it be 
emphasized, is not a matter of 
building up an overwhelming sup- 
ply of weapons — planes, tanks, 
ships, and atomic bombs — and 
then standing pat. To suppose that 
the problem of military prepara- 
tion is of this character would be 
to commit the fatal error of the 
Maginot Line. In such an arma- 
ment race as that in which we 
are now engaged weapons become 
rapidly outmoded, as we have 
learned to our sorrow in Korea. 
Sustained readiness, therefore, 
means not only a supply of the 
latest and most superior weapons 
but, even more, a sustained pro- 
ductive capacity able to out match 
the enemy's both technologically 
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and quantitatively; and that 
means that we must maintain the 
flow of private investment un- 
impaired 

Moreover, we cannot concen- 
trate solely on capacity to produce 
milit end-items. We must also 
protect civilian 1Orale and 
worker efficiency, which in turn 
imposes the requirement of main- 
taining our capacity to produce an 
adequate supply of civilian goods 
and services. For the purposes of 
sustained readiness it will not be 


possible to count on civilians liv- 


ing off their accumulated fat as 
they otherwise could during a 
limited period of privation. On 


the contrary, it will be needful to 
maintain real per capita consump- 
tion at a reasonably high level, 
although this does not need to be 
at the high levels of postwar years 
and, in my judgment, definitely 
should not be at the plush level 
of 1950. 

And we must accomplish this 
high output of arms, this tolerable 
standard of living, and this steady 
flow of investment in new plant 
and equipment without running 
inot a disastrous inflation. The 
lesson of France is plain to read. 
If the necessary defense spending, 





*Part of an address by Prof. M-Nair 
at the Top Management Session of the 
National Retail Dry Gonds Association, 
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coupled with shortsighted wage 
policies on the part of labor lead- 
ers or shortsighted price policies 
on the part of management, to- 
gether with pusillanimous refusal 
by politicians to face fiscal real- 
ities, were to plunge the United 
States into inflation that would 
carry the value of the dollar down 
to the same extent as the depre- 
ciation that has taken place in the 
franc over the past 30 years, then 
the resulting social strains and 
deterioration of moral fiber might 
well toss America into the lap of 
the Soviet schemers without the 
firing of more than a few desul- 
tory shots. To lose our economic 
health in order to achieve ade- 
quate preparedness would be tan- 
tamount to losing the main battle. 

Let us be clear, however, about 
the relative importance of the 
tasks we face. Increasing produc- 
tion is by all odds the most im- 
portant job. Controlling inflation 
ranks second. To use measures for 
the control of inflation which 
would have the effect of ham- 
tringing production would be one 
of the ways in which we might 
easily lose the contest. Those who 
talk about stopping the price rise 
dead in its tracks by means of a 
drastic pay-as-we-go taxation 
program are not dealing with real- 
ities. We must accept the fact that 
government borrowing will be 
necessary to finance the produc- 
tive effort and that some degree 
of price advance is inevitable. The 
job is to keep the price advance 
under control at the same time 
that We accomplish the necessary 
increase in output. Unquestion- 
ably great funds must be raised, 
but the method of raising those 
funds is all-important. So far as 
possible the financing of the pro- 
ductive effort should come from 
the savings of business and the 
savings of individuals rather than 
from commercial bank borrowing. 
It follows that we shall greatly 
handicap ourselves for winning 
the battle if we set up control 
devices which tend to destroy 
business profits and hamper pri- 
vate savings: 


The Econemic Magnitude 

So these are the outlines of the 
task that confronts us, the task of 
achieving sustained preparation 
and at the same time of maintain- 
ing economic health. Now what 
are the economic magnitudes of 
this task? How much can we in- 
crease our total output? How large 
a part of it must be devoted to 
military preparation? To what ex- 
tent must we reduce the stand- 
ard of living? In this area there 
are a multitude of conflicting 
opinions. The chances are that as 
a nation we are still setting our 
Sights too low. For the purposes 
of this discussion I am going to 
make the assumption, based on an 
analysis made recently by a group 
of us at the Harvard Business 
School,! that we should put four 
million men in the armed services 
this year and raise that number 
to six million in 1952 and there- 
after. Also I am going to make 
the assumption that the rate of 
cash spending (and that means ac- 
tual spending, not appropriation) 
for military purposes should be 
$36 billion in this calendar year, 
Continued on page 41 
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FIG Banks Place Debs. 


A successful offering of an issue 
of debentures of Federal] Inter- 
mediate Credit Banks was made 
Dec. 19 by M. G. Newcomb, New 
York fiscal agent for the banks. 
The financing consisted of $87,- 
790.000 of 1.80% consolidated de- 


bentures dated Jan. 2, 1951 and 
due Oct. 1, 1951. The issue was 


placed at par. 

Of the proceeds, $79,180,000 was 
used to retire a like amouat of 
debentures maturing Jan. 2, 1951 
and $8.610,000 is “new money.” 
As of the close of business Jan. 

1951. the total amount of 
debentures outstanding amounted 
to $516,080,000. 


2, 





COMING 
EVENTS 


In Investment Field 








Jan. 12, 1951 (Philadelphia, Pa.) 

Philadelphia Securities Associa- 
tion annual meeting and dinner at 
the Barclay Hotel. 


Jan. 15-16, 1951 (Point Clear, Ala.) 


National Association of Securi- 
ties Dealers, Inc., Meeting of Gov- 
ernors and Election of Officers at 
the Grand Hotel. 


Jan. 29, 1951 (Chicago, Ill.) 


Bond Traders Club of Chicago 
Anniversary Mid-Winter dinner 
at the Furniture Club of America. 


Jan. 30, 1951 (Minneapolis, Minn.) 
Twin City Securities Traders 
Association hosts at second stage 
of NSTA Tri-City Parties. 
j 


Feb. 1, 1951 (St. Louis, Mo.) 


Security Traders Clubs,of St. 
Louis Winter Dinner for Tri-City 
Party of NSTA. 


Feb. 4, 1951 (Houston, Tex.) 


Board of Governors of Associ- 
ation of Stock Exchange Firms 
winter meeting. 


Feb. 6-7, 1951 (San Antonio, Tex.) 


Board of Governors of Associ- 
ation of Stock Exchange Firms 
winter meeting. 


Feb. 8-9, 1951 (Dallas, Tex.) 


Board of Governors of Associ- 
ation of Stock Exchange Firms 
winter meeting. 


Feb, 20, 1951 (Detroit, Mich.) 
Detroit Stock Exchange Annual 

Dinner at the Hote] Statler. 

Feb. 21, 1951 (Philadelphia, Pa.) 
Investment Traders Association 

of Philadelphia Winter Banquet. 

May 30, 1951 (Dallas, Tex.) 
Dallas Bond Club annual 

Memorial Day outing. 


June 11-14, 1951 (Jasper Park, 


Canada) 
Investment Dealers Associa- 
tion of Canada Convention at 


Jasper Park Lodge. 


June 15, 1951 (Philadelphia, Pa.) 


Investment Traders Association 
of Philadelphia Summer Outing 
and Dinner at the Manufacturers 
Golf and Country Club, Oreland, 
Pa. 


Sept. 30, 1951 (Coronado Beach, 
Calif.) 
Naiional Security Traders As- 
sociation Convention opens at Co- 
ronado Hotel. 


Oct. 12, 1951 (Dallas, Tex.) 
Dallas Bond Club annual Col- 
umbus Day outing. 
Nov. 25-30, 1951 (Hollywood 
Beach, Fla.) 


Investment Bankers Association 
Annual Convention at the Holly- 
wood Beach Hotel. 
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to send interested parties 











Dealer-Broker Investment 
Recommendations and Literature 


It is understood that the firms mentioned will be pleased 





the following literature: 

















Common Stocks—As protection 
for savings against a decline in 
purchasing power — William R. 
Staats Co., 640 South Spring 
Street, Los Angeles 14, Calif. 


Commonwealth of Massachusetts 
—43rd edition of booklet giving 
up-to-date financial statistics on 
the Commonwealth, its counties, 
cities, towns and districts, with an 
outline map showing all its po- 
litical subdivisions—Tyler & Co., 
Inc., 11 High Street, Boston 10, 
Mass. 





15-Year Dow Jones Stock Aver- 
ages (Monthly high, low and 
close )—chart—E. F. Hutton & Co., 
61 Broadway, New York 6, N. Y. 





Forecast for 1951—Brochure— 
Selected Investments Company, 
135 South La Salle Street, Chi- 
cago 3, Ill. 


Foreign External & Internal 
Securities—Year End Prices for 
1950—New York Hanseatic Cor- 
poration, 120 Broadway, New 
York 5; N. X. 

Also available is a tabulation of 
Preliminary New York Bank 
Earnings. 


Inflation and the Investor—E. W. 
Axe & Co., Inc., 730 Fifth Ave- 
nue, New York, N. Y.—Paper—50c. 


Municipal Bonds for the Indi- 
vidual Investor—lllustrated mon- 
ograph on municipals—Lebenthal 
& Co., 135 Broadway, New York 6, 
New York. 


Natural Gas News—Data on 17 
companies— Scherck, Richter 
Company, Landreth Building, St. 
Louis 2, Mo. 


New York City Bank Stocks— 
Year-end comparison and analysis 
of 18 New York City Bank Stocks 
—Laird, Bissell & Meeds, 120 
Broadway, New York 5, N. Y. 





Offerings of Preferred Stocks— 
Annual compilation covering the 
calendar year 1950—Union Secu- 
rities Corporation, 65 Broadway, 
New York 6, N. Y. 


Over-the-Counter Index—Book- 
let showing an up-to-date com- 
parison between the thirty listed 
industrial stocks used in the Dow- 
Jones Averages and the thirty- 
five over-the-counter industrial 
stocks used in the National Quo- 
tation Bureau Averages, both as 
to yield and market performance 
over an eleven-year period—Na- 
tional Quotation Bureau, Inc., 46 
Front Street. New York 4, N. Y. 


Puts & Calls—Explanatory pam- 
phlet—Thomas, Haab & Botts, 50 
Broadway, New York 4, N. Y. 


What’s Ahead for Canada in 
1951—Analysis—A. E. Ames & Co., 
Inc., 2 Wali Street, New York 5, 
New York. 

a 


American Tobacco Company— 
Analysis—Eastman, Dillon & Co., 
15 Broad Street, New York 5, 
New York. 


Associated Transport, Inc. — 
Analysis—Vilas & Hickey, 49 Wall 
Street, New York 5, N. Y. 

Also available is an analysis of 
Reading Company. 


Booth Fisheries Corp.—Memo- 
randum—Swift, Henke & Co., 135 
South La Salle Street, Chicago 3, 
Illinois. 


Canada Iron Foundries, Limited 
—Bulletin—Milner, Ross & Co., 
330 Bay Street, Toronto 1, Ont., 
Canada. 


Carlisle Corperation— Analysis 
—Cohu & Co., 1 Wall Street, New 
York 3, N.Y. 

Also available is an analysis of 
the Harshaw Chemical Company. 


Cascades Plyweed Corporation 
—Field report—Walston, Hoffman 
& Goodwin, 265 Montgomery 
Street, San Francisco 4, Calif. 

Also available are field reports 
on Cerro de Pasco Copper Corpo- 
ration and Georgia Pacific Ply- 
wood & Lumber Company, and a 
progress report on Bullock’s, Inc, 


Detroit Hardware Manufactur- 
ing Co.—Analysis—De Pasquale 
Co., 25 Broad Street, New York 4, 
New York. 

Also available is an 
folder and report on 
Manufacturing Co. 


illustrated 
Kold Hold 


Koehring Company—Special re- 
port—Loewi & Co 
son Street, Milwaukee 2, Wis. 

Also available is a memoran- 
dum on Shellmar Products Corp. 


Lehman Corp.—Changes in port- 
folio—Ira Haupt & Co., 111 Broad- 
way, New York 6, N. Y. 


Maine Central vs. Nickel Plate 
—Analysis—Raymond & Co., 148 
State Street, Boston 9, Mass. 

Also available is an analysis of 
Verney Corp. 


Pathe Industries — Information 
—Gottron, Russell & Company, 
Union Commerce Building, Cleve- 
land 14, Ohio. 


Pathe Industries Common—data 
—Gottron, Russell & Company, 
Union Commerce Building, Cleve- 
land 14, Ohio. 


Pittsburgh Railways Co.—Mem- 
orandum—H. M. Byllesby & Co., 
Stock Exchange Building. Phila- 
delphia 2, Pa. 


Riverside Cement Company— 
Card memorandum—Lerner & 
Co., 10 Post Office Square, Bos- 
ton 9, Mass. 


Shawmut Association—Ten-year 
record—Eisele & King, Libaire, 
Stout & Co., 50 Broadway, New 
York 4, N. Y. 


Sheller Manufacturing Corpora- 
tion — Report — Seligman, Lubet- 


kin & Co., 41 Broad Street, New 
York 4, N. Y. 
Southern Production Company 


—Analysis—American Securities 
Corporation, 25 Broad Street, New 
York 4, N. Y. 


Marion E. Herndon Joins 


R. S. Dickson & Co. 


Sveci to THE E 

CHARLOTTE, N. C.—Marion E. 
Herndon has become associated 
with R. S. Dickson & Co., Inc., 
Wilder Building. He was formerly 
with Jackson & Smith and Louis 
G. Rogers & Co. In the past he 
conducted his own investment 
business in Charlotie. 


(Sp FINANCIAL 





TRADER 


Thorough knowledge of all phases 
unlisted & listed 
Close work with sales forces. 


of securities. 
15 
years’ experience, married, young, 
connected, 


now some 


Would like to act as correspondent 


contacts. 
or representative for wire house. 
Salary, commission or both. Open 


Box S 15, Commercial & Financial 
Chronicle, 25 Park Place, 
York 8, N. Y. 


New 





| 

| to any good responsible position. 
| 

| 
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How to Prepare 
For an Atomic Attack 


Research Institute advises busi- 
nessmen to safeguard positions 
by inserting war clauses protect- 
ing against non-performance of 
contract and labor agreements; 
lining up alternative sources of 
supply and production; and safe- 
guarding records. Warns while 
too little planning can be fatal, 
we must avoid an “atomic psy- 
chosis.”’ 


Individual businesses should do 
neither too much nor too little 
planning for an atomic attack, the 
Research Institute of America has 
advised its members in a 25-page 
memorandum, ‘‘Your Business and 
the A-Bomb.” While pointing out 
that the company’s time, and the 
defense effort can both be better 
served by concentrating on busi- 
ness instead of over - elaborate 
preparation, the Research Insti- 
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tute of America warns that too 
little planning can be fatal. 


“Even if war erupted and Rus- 
sia subjected this country to an 


atomic attack, the chances of 
damage to any particular firm are 
slight. But the problems that 


would arise are so enormous if a 
bomb did hit that no alert man- 
agement can afford to ignore the 
implications. It must think in 
terms of possible damage to its 
own property or to that of its sup- 
pliers and customers, Above all it 
must plan in terms of adequate 
protection for its staff and work 
force,’ the report declares. 


“Your best course is to under- 
stand thoroughly just what you 
face; next determine your vulner- 
ability: then appraise what rights 
the government will give you and 
what duties you will owe the gov- 
ernment, and finally to proceed 
with those concrete measures 
which seem most necessary to 
protect your interest in view of 
your vulnerability, rights and ob- 
ligations,’ continues the report. 


Combination of Factors 


Whether a company is vulner- 
able and if so, to what degree, 
depend on a combination of four 
factors: location; neighboring in- 
dustries and facilities; type of 
construction, and the company’s 
dependence on utilities that are 
likely A-bomb targets. “Even if 
you are in a safe location and 


many miles from the scene of a 
blast,” the Research Institute as- 
serts, “vou are vulnerable in a 


very real sense if you depend on 
a single railroad or source of 
power that may become an en- 
emy target. If you fall into this 
category, start planning now on 
alternate sources of power, al- 
ternate methods of getting the 
materials you need and alternate 
transportation facilities to de- 
liver your products, etc.” 


Legal Relief 


Much of the emphasis in “Your 
Business and the A-Bomb” is on 
emergency legislation designed 
to help the victims of enemy 
action. Even companies outside 
the danger zones will be vitally 
affected ‘by Washington action, 
according to the report, since 
“their suppliers or customers may 





be hit and thereby relieved of 
many legal obligations.” 


According to the Research In- 
stitute, Washington’s legislative 
relief which would be retroactive 
if a surprise raid occurred, would 
probably follow the pattern de- 
veloped in Britain during World 
War II. The main points of the 
program, according to the Insti- 
tute, would include: 


(1) Legal relief for debtors— 
Contracts, leases, mortgages, etc. 
would remain valid but enforce- 
ment of rights under these obli- 
gations would be suspended for 
the duration where the debtor 
could show hardship caused by 
the war or where the hardship 
arose after the deal was made. 
Relief would probably not be 
given, however, on any judgment 
for recovery of damages for tort 


or for recovery of costs, or on any 
recovery based on the debtor’s 
failure to comply with a specific 
statutory law. 

(2) Aid on infermal adjust- 
ments — Machinery will probably 
be developed for lubricating com- 
promises an informal adjustments 
where business deals fall through 
as a direct result of the war. 

(3) Where evacuation is 
ordered moratoriums would prob- 
ably be provided on all con- 
tractual obligations. Rents would 
be suspended as long as _ the 
evacuation order remained in 
effect as would charges for gas, 
electricity, water and telephone 
and all payments under install- 
ment plans where the company 
ceased to do business in an area 
kLecause of evacuation order. 

(4) War damage _ insurance 


covering all damage to property 
resulting from enemy action and 
involving damage incurred in re- 
pelling enemy action as well as 
from bombing. . 

(5) Protection of buildings, 
fixed property, goods and equip- 
ment with free compensation for 
furniture, clothing, and personal 
cffects damaged in enemy action. 
(Since free compensation for per- 
sonal property would probably be 
limited to a specified amount for 
any one article, the Research In- 
stitute advises its members to 
“sift out your more valuable per- 
sonal possessions and work up an 
insurance scheme that could cover 
these separately.’’) 


(6) Protection for workers — 
Free medical care for victims, al- 
lowances for workers whose in- 


juries prevent their carrying on 
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their work and _ government-fi- 
ranced leaves of absence for 
workers whose health is under- 
mined by enemy action are “a 
sure bet,” the Institute says. 


Protecting business position 


While pointing out that Civil 
Defense and emergency legisla- 
tion will help protect a company 
against hardships resulting from 
an unexpected A-bomb attack, the 
Research Institute in its report 
strongly urges its members to 
safeguard their positions by: 

(1) Inserting a war clause in 
every contract offering protection 
against non-performance in case 
of damage. (Government protec- 

Continued on page 42 





Big enough for the job 


We live in a big country and it takes 
a big telephone system to give good service 
to millions of people. 


The Bell System is equipped to handle 
today’s more important job because it has 
never stopped growing. It has kept right 
on building to make service better and 
provide more of it. 


Times like these emphasize the bene- 


fits of such growth and the value of a 
strong, healthy telephone company to 


serve the Nation’s needs. 


The Bell System aims to be big in more 


than size. 


It aims to be big in the conduct of the 
business —in its plans for the future —in 
doing its full part in helping to keep 


America secure. 


BELL TELEPHONE SYSTEM 











10 (158) 


What Our Foreign 
Policy Should Be! 


By HON. ROBERT A, TAFT* 
U. S. Senator from Ohio 


Defending criticism of Administration’s foreign policy as essen- 
tial to nation’s safety, Senate Republican Party leader de- 


nounces practice of secrecy in 


initial steps committing U. S. 


to obligations abroad. Condemns use of U. S. troops on foreign 
soil without consent of Congress and cites weakness of United 
Nations and lack of international cooperation with U. S. in 


Korea and Western Europe. 


Advocates strong air and sea 


forces, along with effective intelligence service, and waras Ad- 
ministration’s military policy over period of years will lead 


to serious inflation and loss of 


liberty at home. Insists, how- 


ever, Amercia must lead in battle to prevent spread of com- 
munism, and preserve liberty of world. 


During recent years a theory 
has developed that there shall be 
no criticism of the foreign policy 
of the Administration, that any 
such criticism 


is an attack 
on the unity 
of the nation, 
that it gives 
aid and com- 
fort to the 
enemy, and 
that it sabo- 


tages any idea 
of a bi-parti- 
san foreign 
policy for the 
national! 
benefit 

I venture 

to state that 
this proposi- 
tion is a fal- 
lacy and a very 
threatening the 
the nation. 

In very recent days we have 
heard appeals for unity from the 
Administration and from its sup- 
porters. I suggest that these 
appeals are an attempt to cover 
up the past faults and failures of 
the Administration and enable it 
to maintain the secrecy which 
has largely enveloped our foreign 
policy since the davs of Frankli: 
D. Roosevelt. It was distin- 
guished Democrat, President 
Woodrow Wilson, who denounced 
secret diplomacy and demanded 
open covenants openly arrived at 
The Administrations of President 
Roosevelt and President Truman 
have repudiated that wise Demo- 
cratic doctrine and assumed com- 
plete authority to make in secret 
the most vital decisions and com- 
mit this country to the most im- 
portant and dangerous obliga- 
tions. As I see it, members of 
Congress, and particularly mem- 





Robert A. Taft 


dangerous fallacy 
very existence of 


a 


bers of the Senate, have a 
constitutional obligation to re- 
examine constantly and discuss 


the foreign policy of the United 
States. If we permit appeals to 
unity to bring an end to that 
criticism, we endanger not only 
the constitutional liberties of this 


country, but even its future ex- 
istence. 
Certainly when policies have 


been determined, unity in execu- 
tion is highly desirable, and in the 
preparation for and the conduct of 
was it is’ essential. During 
recent months, the Republican 
minority has joined in granting to 
the President those powers which 
may be necessary to deal with 
the situation. We have not hesi- 
tated to pass a draft law. a law 
granting extensive powers of eco- 
nomic control, and almost un- 
limited appropriations for the 
armed forces. No action of the 
minority can be pointed to as in 
any way blocking or delaying the 
mobilization of our resources and 
Our armed forces. If there has 
been any delay in the rearming, 
it has been in the Administrative 
branch of the government. 

But it is part of our American 
system that basic elements of 

*Address | Sen. Taft on the Floor of 


the Senate, ashington, D. C., Jan. 5, 
1951. 





foreign policy shall be openly 
debated. It is said that such de- 
bate and the differences that may 
occur give aid and comfort to our 
possible enemies. I think that the 
value of such aid and comfort is 
grossly exaggerated. The only 
thing that can give real aid and 
comfort the enemy is the 
adoption of a policy which plays 


to 


into their hands as has our policy 
in the Far East. Such aid and 
comfort can only be prevented by 


frank criticism. 

Whatever the value of unity, it 
is also true that unity carried to 
unreasonable extremes can de- 
stroy a country. The Kaiser 
achieved unity in Germany. Hit- 
ler again achieved the same unity 
at the cost of freedom many years 


later. Mussolini achieved unity 
in Itely. The leaders of Japan 
through a method of so-called 
“thought control” achieved unity 


in Japan. In every case, policies 


adopted by these enforcers of 
unity led to the destruction of 
their own country. We have re- 
garded ourselves as safe and a 
probable victor in every war. 
Today it is just as easy for us to 
adopt a false foreign policy lead- 
ing to the destruction of our 


people as for any other nation to 


do so. The best safeguard against 
fatal error lies in continuous 
criticism and discussion to bring 


out the truth and develop the best 
program. 

I have referred to the general 
tendency towards secrecy on the 
part of recent administrations. 
At Teheran and Yalta we secretly 
agreed to a zone of influence for 
Soviet Russia in Europe extend- 
ing through the Baltic States, in 
the Balkans and into the eastern 
zones of Austria and Germany. 
The result was to establish Russia 
in a position of power in central 
Europe which today threatens the 
liberty of Western Europe and of 
the United States itself. Our 
leaders secretly agreed to turn 
over control of Manchuria to 
Russia, and later hampered the 
operations of the Nationalist Gov- 
ernment in combat against the 
Communists without consultation 
of any kind with Congress. In 
Germany our leaders adopted the 
Morganthau Plan while con- 
stantly denying that they were 
doing anything of the kind, and 
without submitting the questions 
in any way to Congress for dis- 
cussion, The President without 
authority, as I pointed out in my 
speech on June 28, 1950, com- 
mitted American troops to Korea 
without any consultation what- 
ever with Congress and, in my 
opinion, without authority of law. 
He did not even tell Congress 
there was a war for two weeks 
after we were engaged. The 
President claims the right with- 
out consultation with Congress to 
decide whether or not we should 
use the atomie bomb. 


We see now the beginning of 
an agreement to send a specified 
number of American troops to 
Europe without that question 
ever having been discussed in the 
Congress of the United States. 


The Atlantic Pact may have com- 


The Commercial and Financial Chronicle . 


mitted us to send arms to the 
other members of the pact, but no 
one ever maintained that it com- 
mitted us to send many Amer- 
ican troops to Europe. A new 
policy is being formulated with- 
out consulting the Congress or 
the people. 

In other cases policies have 
been developed to a point where 
the honor of this country is com- 
mitted before any serious debate 
is permitted by the public. Thus, 
in the case of the Marshall Plan 
and the Atlantic Pact, the pro- 
grams were broached in the most 
general terms, then substantially 
advanced by the State Depart- 
ment through secret briefing con- 
ferences with many friendly 
groups and thorough indoctrina- 
tion of friendly editors, column- 
ists and commentators’ before 
they were submitted to the public 
or to Congress. After that, if 
anyone dared to suggest criticisms 
or even a thorough debate, he was 
at once branded as an isolationist 
and a saboteur of unity and the 
bipartisan foreign policy. 

More and more it has become 
customary to make agreements 
instead of treaties thus bypassing 
the power intended to be con- 
ferred on the Senate to pass on 
the wisdom of important prin- 
ciples of foreign policy. It is still 
fashionable to meet any criticism 
by cries of isolationism just as 
Mr. Hoover’s recent speech has 
been treated. Criticisms are met 
by the calling of names rather 
than by intelligent debate. 

I do not intend to say that a 
bipartisan foreign policy could 
not be adopted, but there has been 
no real bipartisan policy, at any 
rate since the 1948 election. It is 
a proper ideal and the minority 
will always be ready to answer 
any appeal for advice and co- 
operation. Only there cannot be 
a bipartisan foreign policy unless 
it is a policy on which both par- 
ties agree, and it is unlikely that 
there can be such agreement un- 
less the Administration is more 
inclined to give consideration to 
the views of the minority than it 
has done in recent months. We 
would be prepared to make con- 
cessions, but certainly the policy of 
concessions should not be a one- 
way street. I quite realize the 
difficulty of any President con- 
sulting the minority in advance 
On every question of foreign pol- 
icy, and I do not blame him for 
his failure to adopt a bipartisan 
policy. But certainly the Repub- 
lican minority cannot be attacked 
for failure to agree on policies on 
which they have not even been 
consulted or which they regard as 
detrimental to the welfare of the 
nation. 


The result of a general practice 
of secrecy in all the initial steps 
of foreign policy has been to de- 
prive the Senate and Congress of 
the substance of the powers con- 
ferred on them by the Constitu- 
tion. 


We would be lacking in our 
obligations, false to our oaths, if 
we did not criticize policies which 
may lead to unnecessary war, 
policies which may wreck the 
internal economy of this country 
and vastly weaken our economic 
abilities through unsound taxa- 
tion or inflation, policies which 
may commit us to obligations we 
are utterly unable to perform and 
discredit us in the eyes of the 
world. Criticism and debate are 
essential if we are to maintain 
the constitutional liberties of this 
country and its democratic heri- 
tage. Under the present Admin- 
istration, at any rate, criticism 
and debate are essential to avoid 
danger and possible destruction of 
our nation. 


Our Foreign Policy and the 
Menace of Communism 
The principal purpose of the 
foreign policy of the United 
States is to maintain the liberty 
of our people. Its purpose is not 


Continued on page 17 
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Resume of 1950 Market Performance 


Marketwise railroad securities, 
and particularly stocks, have just 
compieved lneir most successful 
year in recent history. As meas- 
ured bv the Dow-Jones averages 
railroad stocks last year advanced 
some 47%, from 52.76 at the 1949 
year-end to 77.64 on Dec. 31, 1950. 
The 1950 closing price was well 
above the high reached even in 
the 1946 bull market, although 
there were many individual stocks, 
notably those of carriers operating 
in the eastern section and the 
Pocahontas coal region, that were 
substantially lower than they had 
been in the previous boom. 

As usual, and even with the 
marked strength evident through- 
out virtually the entire list, there 
was a wide variation in the action 
of the individual issues. Presum- 
ably this will always be true and 
is one of the major reasons why 
railroad analysts consistently stres 
the advisability of following rai 


portfolios very closely with : 
view toward taking fullest ad- 
vantage of opportunities te 


improve market potentialities. 
Taking 49 individual common 
stocks and speculative preferreds 
listed cn the New York Stock Ex- 
change, individual performances 
last year ranged all the way from 
a gain of 278% to a nominal de- 
cline. Thirty-three of the stocks 
or more than two-thirds of thosc 
covered, registered sharper gains 
than did the Averages. 

There were 13 stocks that more 


than doubled in price last year. 
The best percentagewise, up 278%. 
was Chicago & Eastern Illinois 
common, followed by St. Paul 
common, up 188%, and Lehigh 
Valley common, up 182%. To a 


large extent the widest percentage 
gains were in the low priced sec- 
tion. Of the group scoring ad- 
vances of more than 100% there 
were 10 that had started from be- 
low 10 and only two, Missouri- 
Kansas-Texas preferred and Sea- 
board Air Line common, that had 
been above 20 at the close of 1949. 
It is also interesting to note that 
nine of the 13 best performers 
percentagewise did not pay any 
dividends last year. In fact, quite 
a few of them are still fairly far 


removed from any likely divi- 
dends. 
There were another 11 roads 


whose stocks scored gains ranging 
from 70% to 100%. Here again 
the lower priced issues predomi- 
nated, although all but one had 
ended the year 1949 at prices 
above 10. Seven of the 11, how- 
ever, started from below 15 and 
another, Northern Pacific, had 
been at 17% on Dec. 31, 1949. 
There were two in this group, 
Denver & Rio Grande Western 
and Western Pacific (up 92% and 
93%, respectively) that had been 
close to 30 at the beginning of the 
year. There was one high priced 
stock, New York, Chicago & St. 
Louis common, that scored a wide 
percentage gain. It rose from 
100% to 182. Of the 11 stocks that 
were up from 70% to 99% only 
two, Nickle Plate common and 
Chicago, Indianapolis & Louisville, 
are non-dividend payers. 

Another striking characteristic 
of the 1950 railroad stock market 
was the concentration of strength 
in the stocks of those roads serv- 
ing the southern and western sec- 
tions of the country. Of the 13 
stocks that rose more than 100% 
during 1959 only four represented 
the east. These-were Baltimore & 
Ohio preferred and common, Le- 
high Valley, and New York, New 
Haven & Hartford common. Simi- 
larly, of the 11 stocks in the 70%- 


100% category only three were 
from the east. These were Erie 
common, Nickel Plate common, 


and that perennial boardroom fa- 
vorite, New York Central. 





Of the other end of the scale, 
the poorest performer was Nor- 
folk & Western common. This 
long time investment favorite was 
off fractionally during the year. 
There were six others where gains 
were held to less than 30% during 
the year. The other two so-called 
Pocahontas carriers were among 
the poorer performers, with Vir- 
ginian up only 16% and Chesa- 
peake & Ohio 21%. Percentage- 
wise, Great Northern exactly 
matched the performance of C. & 
O. The rest of this lower cate- 
gory consisted of Chicago, Rock 
Island & Pacific, Pittsburgh & 


West Virginia and Union Pacific. 
Fitzgibbon, Adams 
Vice-Pres. of Agency 





‘John W. Adams, Jr. 


J. A. Fitzgibbon 


Joseph A. Fitzgibbon and John 
W. Adams, Jr. have been elected 
Vice-Presidents of Albert Frank- 
Guenther Law, Inc., advertising 
agency, it has been announced. 
Mr. Fitzgibbon has been in the 
agency’s news department since 
he joined the firm in 1929. Mr. 
Adams has been associated with 
AFGL since 1948, and previously 
was Assistant Advertising Man- 
ager of the Dictaphone Corpora- 
tion in New York. 


Northern Trust Co. 
Announces Promotions 


Daniel O’Day, heretofore Assist- 
ant Manager of the New York 
office of The Northern Trust Co., 
has been promoted to Second 
Vice-President and will assume 
the position of New York repre- 
sentative of the bank, it is an- 
nounced. 

It was also announced that Pat 
G. Morris, Vice-President, has be- 
come head of the bank’s bond de- 
partment, in Chicago. He succeeds 
George F. Spaulding, Vice-Presi- 
dent, who retired on Dec. 31, 1950. 

The bank further announced 
that Edward D. McGrew, Vice- 
President, who has been in charge 


of the New York office for the 
past five years, is being trans- 
ferred to Chicago. Mr. McGrew 


and John M. Maxwell, Vice-Presi- 


dent, will be closely associated 
with Mr. Morris in the manage- 
ment of the bond department, 


municipal buying operations, and 
in the management of the bank’s 
investment account. 
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President Pleads for 
War Potential Build-Up 


In message on State of Union, President Truman asks coopera- 
tion and unity of free world to combat Russian aggression. 
Calls for intensified defense production with goal of 50,000 
planes and 35,000 tanks a year. Presents 10-point program 
covering military needs and revision of laws to expand pro- 
duction, stabilize prices, increase agricultural output, and 


improve labor-management 


relations. 


Recomm:nds major 


increase in taxes to meet new defense efforts. 


President Harry S. Truman on 
Jan. 8 delivered in person his 
message to the 82nd Congress on 
the State of the Union. In his 
address, the 
President, 
asking for 
unity of a free 
worldasa 
bulwark 
against Rus- 
sian aggres- 
sion, rec- 
ommended 
among other 
things intensi- 
fied military 
expansion, 
continued 
military and 
economic aid 
to free na- 
tions, exten- 
sion and revision of the Selective 
Service Law and other defense 
legislation, as well as imposition 
of higher taxes as means to sta- 
bilize the national economy. 


President Truman 


The full text of the President’s 
address follows: 

This 82nd Congress faces as 
grave a task as any Congress in 
the history of our Republic. 

The actions you take will be 
watched by the whole world. 
‘These actions will measure the 
ability of a free people, acting 
through their chosen representa- 
tives and their free institutions, 
to meet a deadly challenge to their 
way of life. 

We can meet this challenge 
foolishly or wisely. We can meet 
it timialy or bravely, shamefully 
or honorably. 

I know that the 82nd Congress 
will meet this challenge in a way 
worthy of our great heritage. I 
know that your debates will be 
earnest, responsible, and to the 
point. I know that from these de- 
bates there will come the great 
decisions needed to carry us for- 
ward. 

At this critical time, I am glad 
to say that our country is in a 
healthy condition. Our democratic 
institutions are sound and strong. 
We have more men and women at 
work than 


ever before. We are 
able to produce more than ever 
before — in fact, far more than 


any country in the history of the 
world. 

I am confident that we can suc- 
ceed in the great task that lies 
before us. 


“We Must All Act Together” 


We will succeed, but we must 
all do our part. We must all act 
together as citizens of this great 
Republic. 

As we meet here today, Ameri- 
can soldiers. are fighting a bitter 
campaien in Korea. 

We pay tribute to their courage, 
devotion, and gallantry. 

Our men are fighting, alongside 
their United Nations’ allies, be- 
cause they know, as we do, that 
the aggression in Korea is part of 
the attempt of the Russian Com- 
munist dictatorship to take over 
the world, step by step. 

Our men are fighting a long 
way from home, but they are 
fighting for our lives and our lib- 
erties. They are fighting to pro- 
tect our right to meet here today 
—our right to govern ourselves as 
a free nation, 

The threat of world conquest 
by Soviet Russia endangers our 





liberty and endangers the kind of 
world in which tue free spirit of 
man can survive. This threat is 
aimed at all peoples who strive 
to win or defend their own free- 
aom and national independence. 

Indeed, the state of our nation 
is in great part the state of our 
friends and allies throughout the 
world. The gun that points at 
them points at us, also. 

The threat is a total threat and 
the danger is a common danger. 

All tree nations are exposed 
and all are in peril. Their only 
security lies in banding together. 
No one nation can find protection 
in a selfish search for a safe haven 
from the storm. 

The free nations do not have 
any aggressive purpose. We want 
only peace in the world—peace 
for all countries. No threat to the 
security of any nation is concealed 
in Our plans or programs. 

We had hoped that the Soviet 
Union, with its security assured 
by the Charter of the United Na- 
tions, would be willing to live 
and let live. But that has not 
been the case. 

The imperialism of the Czars 
has been replaced by the even 
more ambitious, more crafty, and 
more menacing imperialism of the 
rulers of the Soviet Union. 


Soviets’ Power 

This new imperialism has pow- 
erful military forces. It is keeping 
millions of men under arms. It 
has a large air force and a strong 
submarine force. It has complete 
control of the men and equipment 
of its satellites. It has kept its 
subject peoples and its economy 
in a state of perpetual mobiliza- 
tion, 


The present rulers of the Soviet © 


Unicn have shown that they are 
willing to use this power to de- 


stroy the tree nations and win 
comination over the whole world. 

Tne Soviet imperialists have 
two ways of going about their 
destructive work. ‘They use tne 
metnod of subversion and internal 
revolution, and they use tne 
method of external aggression. in 
preparation for cither of these 


methods of attack, they stir up 


class strife and disorcer. They 
encourage sabotage. They put out 
poisonous propaganda. ‘They de- 


liberately try to prevent economic 
improvement. 

If their efforts are successful, 
they foment a revolution, as they 
did in Czechoslovakia and China, 
and as they tried unsuccessfully to 
do in Greece. If their methods of 
subversion are blocked, and if 
they think they can get away with 
outright warfare, they resort to 
extrenal aggression. This is what 
they did when they loosed the 
armies of their puppet states 
against the Republic of Korea, in 
an evil war by proxy. 

We of the free world must be 
ready to meet both of these meth- 
ods of Soviet action. We must not 
neglect one or the other. 


The free world has power and 
resources to meet these two forms 
of aggression—resources that are 
far greater than those of the So- 
viet dictatorship. We have skilled 
and vigorous peoples, great indus- 
trial strength, and abundant 
sources Of raw materials. And 
above all, we cherish liberty. Our 
common ideals are a great part of 
our strength. These ideals are the 
driving force of human progress. 


The free nations believe in the 


‘viet Union were to succeed 


dignity and worth of man, 

We believe in independence for 
all nations. 

We believe that free and inde- 
pendent nations can band together 
into a world order based on law. 
We have laid the cornerstone of 
Ssucn a peacetul worta im the 
United Nations. 

We believe that such a world 
order can and should spread the 
benefits of modern science and 
industry, better health and edu- 
cation, more food and rising 
standards of living — throughout 
the world. 

These ideals give our cause a 
power and vitality that Russian 
Communism can never command. 

The free nations, however, are 
bound together by more than 
ideals. They are a real community 
bound together also by the ties 
of self-interest and selt-preserva- 
tion. If they should fall apart, the 
results would be fatal to human 
freedom. 

Our own national security is 
deeply involved with that of the 
other free nations. While they 
need our support, we equally need 
theirs. Our national safety would 
be gravely prejudiced if the So- 
in 
harnessing to its war machine the 
resources and the manpower of 
the free nations on the borders of 
its empire. 

If Western Europe were to fall 
to Soviet Russia, it would double 
the Soviet supply of coal and 
triple tne Soviet supply of steel 
If the free countries of Asia and 
Africa should fall to Soviet Rus- 
sia, we would lose the sources of 
many Of our most vital raw ma- 
terials, including uranium, which 
is the basis of our atomic power. 
And Soviet command of the man- 
power of the free nations of Eu- 
rope and Asia would confront us 
with military forces which we 
could never hope to equal. 

In such a situation, the Soviet 
Union could impose its demands 
on the world, without resort to 
conflict, simply through the pre- 
ponderance of its economic and 
military power. The Soviet Union 
does not have to attack the Unitea 
States to secure domination of the 
world. It can achieve its ends by 


‘ceived 


isolating us and swallowing up 
all our allies. Therefore, even if 
we were craven enough to aban- 
don our ideals, it would be disas- 
trous for us to withdraw from the 
community of free nations. ¢ 
We are the most powerful single 


member of this community, ands 


we have a special responsibility. 
We must take the leadership in 
meeting the challenge to freedom 
and in helping to protect the 
rights of independent nations. 


Our Program to Meet the 
Challenge 

This country has a_ practical, 
realistic program of action for 
meeting this challenge. 

First, we shall have to extend 
economic assistance, where it can 
be effective. The best way to stop 
subversion by the Kremlin is to 
strike at the roots of social in- 
justice and economic disorder. 
People who have jobs, homes, and 


-hopes for the future will defend 


themselves against the under- 
ground agents of the Kremlin. 
Our programs of economic aid 
have done much to turn back 
Communism. 


In Europe, the Marshall Plan 


has had electrifying results. As 


tUropean recovery progressed, the © 


strikes led by the Kremlin’s agents 
in Italy and France failed. All 
over Western Europe, the Com- 
munist Party took worse and 
worse beatings at the polls. 

The countries which have re- 
Marshall Plan aid have 
been able, through hard work, to 
expand their productive strength 
—in many cases, to levels higher 
than ever before in their history. 
Without this strength, they would 
be completely incapable of de- 
fending themselves today. They 
are now ready to use this strength 
in helping to build a strong com- 
bined defense against aggression. 

We shall need to continue some 
economic aid to European coun- 
tries. This aid should now be spe- 
cifieally related to building their 
defenses. 

In other parts of the world, our 
economic assistance will need to 
be more broadly directed toward 
economic development. In the 
Near East, in Africa, in Asia, we 
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must do what we can to help peo- 
ple who are striving to advance 
from misery, poverty, and hunger. 
We also must continue fo help the 
economic growth of our good 
neighbors in this hemisphere. 
These actions will bring greater 
strength for the free world. They 
will give many people a real stake 
in the future and reason to defend 
their freedom, They will mean 
increased production of the goods 
they need and the materials we 
need, 

Second, we shall need to con- 

tinue our military assistance to 
countries which want to defend 
themselves. 
The heart of our common de- 
fense effort is the North Atlantic 
community. The defense of Eu- 
rope is the basis for the defense 
of the whole free world—our- 
selves included. Next to the 
United States, Europe is the larg- 
est workshop of the world. It is 
also a homeland of great religious 
beliefs shared by many of our 
citizens—beliefs which are now 
threatened by the tide of atheistic 
communism, 


Defense of Europe 


Strategically, economically and 
morally, the defense of Europe is 
part of our own defense. 

That is why we have joined 
with the countries of Europe in 
the North Atlantic Treaty, pledg- 
ing ourselves to work with them. 

There has been much discussion 
recently over whether the Euro- 
pean countries are willing to de- 
fend themselves. Their actions are 
answering this question. 

Our North Atlantic Treaty part- 
ners have strict systems of uni- 
versal military training. Several 
have recently increased the term 
of service. All have taken meas- 
ures to improve the quality of 
training. Forces are being trained 
and expanded as rapidly as the 
necessary arms and @quipment 
can be supplied from their fac- 
tories and ours. Our North At- 
lantic Treaty partners, together, 
are building armies bigger than 
our own. 

None of the North Atlantic 
Treaty countries, including our 

Continued on page 31 
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The Prospectus may be obtained in any 
of the undersigned and other dealers a 


HARRIS, HALL & COMPANY 


(INCORPORATED) 


LEE HIGGINSON CORPORATION 
SALOMON BROS. & HUTZLER 


2his announcement is not an offer to sell or a solicitation of an offer to buy these securities. 
made only by the Prospectus. 


The offer ing 1s 


$49,000,000 


Commonwealth Edison Company 


| 
| 
| 28% Sinking Fund Debentures 


Price 101.335% and accrued interest 
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tale in Nich thi 


may lawfully offer these . 


HALSEY, STUART & CO. Inc. 


A. G. BECKER & CO. 


INCORPORATED 


OTIS & CO. 


GREGORY & SON 


INCORPORATED 


F.S. SMITHERS & CO. 
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CENTRAL REPUBLIC COMPANY 
HAYDEN, STONE & CO. 


SCHOELLKOPF, HUTTON & POMEROY, INC. 


THE ILLINOIS COMPANY 
THE MILWAUKEE COMPANY DEAN WITTER & CO. WM. E. POLLOCK & CO., INC. 


STERN BROTHERS & CO. 


Due April 1, 2001 


C1re ulated fy om ¢ nly t¢ h 


urities in such: state. 
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PHELPS, FENN & CO. 
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Ehrman, Director 


Frederick L. Ehrman, a partner 
in Lehman Brothers, investment 
house, was elected a director of 
Park & Tilford Distillers Corp. at 
a meeting of the company’s board. 

Mr. Ehrman has been associated 
with Lehman Brothers since 1928 
and has been a partner since June, 
1941. He is also a director of 
B. T. Babbitt. Inc., and Conti- 
nental Air Lines, Inc., and Pres- 
ident and director of the recently 
formed Edison Oil Co. 

A native of San Francisco, he 
was graduated from the Univer- 
sity of California in 1927. During 
World War II, he was a com- 
mander in the Navy and partici- 
pated in action off Africa and 
Sicily. 


Herbert J. Schoen Now 
With Freehling, Meyerhoff 


(Special to THe FINANCIAL CHRONICLE) 

CHICAGO, Il. Herbert J. 
Schoen has become _ associated 
with Freehling, Meyerhoff & Co., 
120 South La Salle Street, mem- 
bers of the New York and Mid- 
west Stock Exchanges. He wis 
formerly an officer of Ladue & Co. 


Horace W. Wells Joins 
Shelby Cullom Davis Co. 


Horace W. Wells has become 
associated with Shelby Cullom 
Davis & Co., 110 William Street, 
New York City. He was formerly 
with Blyth & Co., Inc., and Blair 
& Co. 


Witk Atkinson-Jones 
(Special to THe FINANCIAL CHRONICLE) 
PORTLAND, Ore.—Carter E. 
Gilleland has become affiliated 
with Atkinson-Jones & Co., U. S. 
Bank Building. 


REPORT OF CONDITION OF 


THE 
CORPORATION TRUST: 
COMPANY 
of 120 Broadway, New York 5, N. Y., at 
the close of busine on December 30, 1950, 
published in accordance with a call mede 


by the Superintendent of Banks pursuant 
to the provisions of the Banking Law of 
the State of New York. 


ASSETS 


balances with other 
banking institutions, in- 
cluding reserve balances, 
and cash items in process 
of collection 


Cash, 


$1,278,952 


08 


United States Government 

obligations, direct and 

guaranteed 420,889.70 
Obligations of States and 

political subdivisions 50,374.76 
Corporate stocks 60,000.00 
Furniture and fixtures 155,030.60 


Other assets -._-- 402,554.78 


$2,367,801.92 


TOTAL ASSETS 


LIABILITIES 


Demand deposits of individ- 
uals, partrerships, and 
corporations 
TOTAL 

DEPOSITS_-_$135,699.51 

Other liabilities 


$135,699.51 


1,261,585.57 


TOTAL LIABILITIES (not 
including subordinated 
obligations shown below) $1.3 


97,285.68 


CAPITAL ACCOUNTS 

$500,009.06 
325,000.00 
145,516.84 


Capital ; 
Surplus fund 
Undivided profits 


TOTAL CAPITAL 
COUNTS 


AC- 


$970,516.84 


TOTAL LIABILITIES AND 
CAPITAL ACCOUNTS 
+*This institution’s 
common stock with 

$500,000.00. 


$2,367,801.92 


of 
of 


capital 
total 


consists 
par value 


MEMORANDA 

Assets pledged or assigned to 
secure liabilities and for 
other purposes ...-....... 
Securities as shown above 
are after deduction of re- 
serves of 


$100,914.46 


6,969.08 
I, CHARLES J. SKINNER, Treasurer of 
the above-named institution, hereby certify 
that the above statement is true to the 
best of my knowledge and belief. 
CHARLES J. SKINNER 
Correct—Attest: 
OAKLEIGH L. THORNE } 
WM. R. WATSON 
NORMAN J. MacGAFFIN} 


Directors 


= 
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Economists View 195] 
Business Trends 


Group assembled by National 
agree only in predicting higher 


Industrial Conference Board 
prices and continued business 


activity. Opinions vary as to probable extent of inflation and 
as to increase in industrial productivity. 


Several of the nation’s leading 
economists discussed the business 
outlook for 1951 at the latest 
“Evening with the Economists,” 
held under the sponsorship of the 
National Industrial Conference 
Board, Clyde L. Rogers, Secretary 
of the Board, presided as Chair- 
man. 

Among 
the 


JULES BACKMAN: 
Professor of Economics, School 
of Commerce, Accounts and Fi- 
nance, New York University. 
J.OUIS H. BEAN: 
Economist, U. S. Department of 
Agriculture. 
LIONEL D. EDIE: 
President, Lionel 
Company. 
SOLOMON FABRICANT: 
National Bureau of Economic 
Research, Inc. 
M. R. GAINSBRUGH: 


Chief Economist, National 
dustrial Conference Board 


those in 


Forum were: 


participating 


D. Edie and 


In- 


EDWIN B. GEORGE: 
Economist, Dun & Bradstreet, 
Inc. 


A. D. H. KAPLAN: 

The Brookings Institution 

0. GLENN SAXON: 
Professor 
Universtiy. 

HELEN SLADE: 
Managing Editor, 
Journal.” 

PRADFORD B. SMITH: 
Economist, United States Steel 
Corporation. 

ALAN H. TEMPLE: 
Vice-President, National 
Bank of New York. 

RUFUS S. TUCKER: 
Economist, General Motors Cor- 
poration. 

LEO WOLMAN: 

Professor of Economics, Colum- 

bia University. 

A summary statement of each 
participant’s views follows: 


of Economics, Yale 


City 


Temple Sees Employment and 
Purchasing Power Holding Up 
“Pretty Well.” 


...I1 do not go along wth the 
idea that we shall see anything 
catastrophic arise from curtail- 
ment of construction, automobiles 

and consum- 
- ers’ durables 
' generally. § If 
we use the 
supplies that 
are available, 
the volume of 
production of 
one type or 
another and 
the volume of 
employment 
and purchas- 
ing power de- 
rived there- 
from will hold 
up pretty well. 
Certainly any 
period of a 
shift of resource use is bound to 
produce dislocations. But just to 
make it concrete, it would seem 
that we are in for the kind of 
recession in which the Federal 
Reserve Index of Industrial Pro- 
duction at worst would drop to 


200. If that can be called a re- 
cession, then the term is applic- 
I think . 





\ 


Alan H. Temple 


. . the cost of 


“Analysts | 





living is going up, but I don't 
think the situation is out of 
hand, or that it wiil necessarily 


get out of hand under defense ex- 
penditures, say, up to $45 billion. 
If we get up to $55 biilion or 360 
Lillion in fiscal 1952, then of 
course, it is a graver problem 
and there are much tougher pres- 
sures. 

But I certainly don’t believe 
that, with the longer outlook we 
have here, an intermediate reces- 
sion occasioned by a shift of re- 
sources is going to be very con- 
siderable. I don’t believe it is 
going to produce any substantia! 
unemployment or very much loss 
of current purchasiig power. In 
the long run it is inconceivable 
that, with the kind of armament 
expenditures we are bound to 
have, the outlook is for anything 
but a very high level of business 
activity. 


“Bad Year for Automobiles in 
1951” Seen by Tucker 

When I say that there is a good 

chance that we are due for a bad 


year for automobiles in 1951, I 
want to explain that very care- 
fully. A bad 


year in 1951 
might mean a 
larger year in 
terms of cars 
sold than we 
ever saw be- 
fore the war. 
Each individ- 
ual company 
will differ in 
the extent to 
which it can 
adjust itself 
to a level of 
around tour to 
four enda haif 
rnillion pas- 
senger cars 
and still make a profil, after hav- 
ing had a year in which we arc 
selling over six million passenger 
cars. I don’t know exactly what 
the answer will be there, put I 
do feel sure that the effects of re- 
strictions in the, supplies of ma- 
terials and labor will not be add- 
ed to any reduction in demand. 
They simply run along together. 
Whichever is greater will be ef- 
fective. ... 


Rufus S. Tucker 


Bean Sees Possible Gross 

National Product of $320 Billion 

The Department (of Agricul- 
ture) is locking for wn increase 
in marketing in the order of 5% 
next year. The outstanding dis- 
crepancy in 
pioduction is 
in cotton—an 
unusually 
light crep this 
season. This 
year’s crop of 
less than 10 
million bales 
was produced 
on less than 
8 million 
acres, cOm- 
pared with 27 
million acres, 
in 1949, and a 
yield per acic 
of 15% below 
the 1948 peak. 
The announced intention is to get 
out of next year’s production 
something like 6 million imore 





Louis H. Bean 


bales, mostly by increase in acre- 
age and, to some extent, by im- 
provement in yields... 

If that larger crop materializes, 
it will throw additional uncer- 


Continued on page 34 
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By H. E. JOHNSON 


This Week—Bank Stocks 

Operating and year-end statements of the principal New York 
City banks for the period ended Dec. 31 reveal that 1950 was a 
successful year from the standpoint of earnings and general bank- 
ing conditions. 

From the reports published so far, most banks showed an 
increase in operating income. Earnings of the others were approxi- 
mately equal to those of 1949 or only slightly below those of the 
previous year. Where institutions have not yet issued their oper- 
ating reports, indicated earnings as computed by changes in sur- 
plus and undivided profits, show trends which are similar to those 
which have prevailed in the operating statements. 

Deposits between the two periods showed a substantial gain. 
Accelerated industrial activity and rising prices during the last 
six months of the year were accompanied by rapidly increasing 
inventories and business expenditures. This expansion was par- 
ticularly evident in the fourth quarter with the result that deposits 
gained with the increase in credit. 

With the exception of three institutions, all of the principal 
New York City banks showed higher deposits at the end of 1950 
than for 1949. Individual totals on the different banks of earnings 
and deposits are presented in the following tabulation. 


——— 











Deposit Totals as of Dec. 31 


Per Share Earnings (000’s Omitted) 








1950 1949 1950 1949 

Bank of Manhattan_____ $2.41 $2.10 $1,212,071 $1,127,809 
Bankers Trust -------- *2.60 *2351 1,642,085 1,431,528 
Bank of N.Y. & 5th Ave. 23.64 21.86 431,515 397,161 
Central Hanover _____~_- 7.78 7.82 1,616,866 1,448,101 
Chase National ________ 2.83 2.63 4,871,424 4,384,572 
Chemical Bank ------ - *3.07 *2.96 1,552,290 1,449,656 
Commercial National —__- *3.07 *3.20 205,747 176,465 
Corn Exchange ____---- 4.83 4.96 778,684 766,807 
First National --______- 79.50 79.06 580,742 599,387 
Guaranty Trust -_----_- 17.82 17.68 2,503,010 2,299,856 
6. 1.48 1.38 1,218,530 1,052,448 
Manufacturers Trust ___ 4.63 4.84 2,561,949 2,281,748 
ee 16.98 17.44 582,011 589,603 
+National City __.__-._-- 4.04 3.65 5,244,186 4,781,197 
New York Trust______- e 7.17 6.54 718,557 627,300 
Public National _______ 4.55 4.14 492 860 505,319 
Se Se ee ‘ 17.11 17.04 137,772 129,691 


Indicated earnings, ‘Includes figures of City Bank Farmers Trust. 


Expansion in loan volume was particularly marked in year- 
end comparisons. The amount of loans outstanding reached new 
records and every bank reported an increase in volume at the end 
of the year. In a number of instances the gains were very sub- 
stantial. 

Holdings of U. S. Government securities, on the other hand, 
were lower. The decline occurred, for the most part, prior to the 
last quarter as holdings for the final period showed only minor 
changes as compared with September statements. In general, the 
funds received from the liquidation of government securities, plus 
the increase in deposits, were used to augment the loan totals. 
Also, a noticeable expansion was made in the holdings of. tax- 
exempt securities. 

A comparison of the loan totals and U. S. Government secu- 
“te holdings at the end of 1950 and the year previous is shown 
»elow. 





(000's Omitted ) 
Loans and Discounts U.S. Govt. Securities 
As of December 31 As of December 31 





1950 1949 1950 1949 
Bank of Manhattan___ $531,836 $462,758 $292,313 $329,184 
Bankers Trust —_____- 774,683 576,711 412,006 532,299 
Bank of N.Y. & 5th Av. 147,225 113,111 156,048 177,952 
Central Hanover_____-_ 547,060 443,612 605,051 636,352 
Chase National _____~_ 1,815,388 1,350,507 1,477,758 1,819,414 
Chemical Bank ____-_- $11,027 436,846 433,228 598,546 
Commercial National__ 60,357 43,790 84,215 95,944 
Corn Exchange ____-_~- 112,109 83,709 436,464 466,541 
First National _______ 172,216 126,947 311,055 316,214 
Guaranty Trust -----_ 1,230,658 954,968 802,888 1,088,072 
Irving Trust ..._____-_ 519,324 381,224 369,390 452.414 
Manufacturers Trust__ 743,860 557,375 1,030,957 1,078,980 
CO 259,589 173,091 152,219 283,546 
‘National City —_- - 1,666,337 1,382,263 1,805,850 1,986,755 
New York Trust_____~_ 261,691 237,059 289,534 257,035 
Public National ~____- 234,314 156,562 123,271 232,144 
ee 66,432 51,925 60,907 57,447 


tIncludes figures of City Bank Farmers Trust. 
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Compelition From 
Tax Exempt Business 


By HARRY G. 


GUTHMANN* 


Professor of the School of Commerce, Northwestern University 


Professor Guthmann, after a 


thoroughgoing analysis of in- 


equities created by granting tax exemptions to certain forms 
or ownership of business organizations, such as cooperatives 
and government-owned utilities, points out, because the 
weight of taxation has become so heavy, the greatest care is 
essential that tax exemption be not used to handicap some 
business organizations by benefiting others. Holds in a given 
competitive field, objective should be to treat all forms of 
business organizations alike, regardless of legalistic differences. 


This paper is chiefly concerned 
with tax exemption as a factor 
@lving certain kinds of business an 


advantage over competing busi- 
ness units 
which pay 
such taxes. 
The field is 


so broad as to 
make any- 
thing like a 
full coverage 
im possible. 
Consequently, 
this paper is 
limited to the 
tax exemption 
factor in two 
important 
types of busi- 
ness: the co- 
operative and 
the government-owned utility. 
Chief attention is centered on the 
Federal corporate income tax. The 
two classifications were selected 
because of the volume of their 
operations and their economic and 
tax importance. With the huge 
increase in the weight of taxes in 
recent vears, especially since 1940, 
differential tax treatement can be 
a decisive factor in giving an ex- 
empt business such an advantage 
over the taxed business as to raise 
the possibility, if not the certainty, 
that the former may destroy the 
latter regardless of its compara- 
tive efficiency. Tax immunily per- 
mits « business to lower prices to 
the consumer and to expand more 
rapidiy from retained earnings. 


Dr. H. G. Guthmann 


The Cooperatives 


For the purposes of this discus- 
sion, three types of cooperative 
organizations will concern us, 
namely, the consumers’ coopera- 
tive, farmers’ buying cooperatives, 
and farmers’ marketing coopera- 
tives. The first two classes, which 
are most clearly competitive with 
other existing business units, have 
certain characteristics in common 
with the ordinary business corpo- 
ration: 

(1) They are ordinarily incor- 
porated and enjoy the legal and 
busincss advantages growing out 
of that status. 

(2) They are engaged in buying 
and selling, and trequently en- 
gage in manufacturing and proc- 
essing as well. 

(3) They engage competitively 
in the same fields of business ac- 
tivity. 

(4) They may pay dividends to 
their shareholders for the use of 
capital funds when, and if, they 
succced in earning a net income. 

They ciffer from ordinary busi- 
ness corporations in that: 

(1) Their dividend rate to 
shareholders is generally limited, 
although the rate legaily may run 
as high as 8%, a figure which 
most stockholders of business 
corporations would regard as gen- 
erous. 

(2) They pay a dividend, or 
“refund” to patrons in proportion 
to their patronage when net in- 
come permits. 

(3) The cooperatives may or 
may not be like the business cor- 





*A paper -by Prof. Guthmann 
livered before a joint meeting of the 
American Finance Association and the 
American Economic Association, Chicago, 
ill., Dec. 28, 1950. 


de- 





poration with respect to the tax- 
ability of the net income available 
for the stockholders. The consum- 
ers’ cooperatives pay a Federal 
income tax upon this net income 
for stockholders; but the farmers’ 
purchasing cooperatives are ex- 
empt if they qualify under the 
law, us are their marketing co- 
operatives. Furthermore, whai- 
ever portion of the net income of 
any of these types of cooperative 
is returned or allocated as patron- 
age dividends is not regarded as 
a part of the balance of taxable 
net income of the cooperative. 

Because of the similarity of 
operation, the consumers’ and the 
farmers’ purchasing cooperative 
will be considered together. An 
analysis of the present inequality 
between these cooperatives and 
business corporations in tax treat- 
ment divides itself into two parts, 
the exemption of the net income 
whether actually distributed as 
dividends to stockholders or re- 
tained as unallocated reserves, and 
the exemption of patronage divi- 
dends for both types of coopera- 
tives. 


Tax Favor to Farm Co-op 
Stockholder 

Wiih regard to the first, the 
exemption of the net income after 
the deduction of patronage re- 
funds, in farmers’ buying cooper- 
atives which qualify for exemp- 
tion, we have a clear-cut case oi 
tax inequality and discrimination 
—class legislation. Persons who 
put their money into other incor- 
porated businesses, even in cor- 
sumers’ cooperatives, receive no 
such advantage. Whether the 
money is invested in a share of a 
business corporation, or a consum- 
ers’ cooperative, or a farmers’ co- 
operative, the earnings for such 
stock are capital return to an 
owner and to fail to tax them all 
equally is to discriminate in favor 
of the exempted class. It may be 
argued that farmers are a specially 
deserving class, but they include 
well-to-do as well as poor farm- 
ers; and if this exemption is for 
the benefit of poor farmers, what 
are we doing for the poor indus- 
trial worker who owns a few 
shares in a consumers’ coopera- 
tive, or the elderly widow who 
scrimps along oi) a small income 
and owns a few shares in a large 
business corporation. These latter 
are also deserving, but their cor- 
porations have to pay a corpora- 
tion income tax upon the corpo- 
rate net earnings without regard 
to the size of the incomes of the 
individual stockholders. 


Varying Importance of Corporate 
Income Tax in Competition 


Furthermore, this tax differen- 
tial makes a considerable differ- 
ence to business corporations 
which have to compete with the 
exempt farm cooperatives, but its 
importance varies greatly with 
the kind_of business. To illustrate, 
let us take examples of business 
corporations in four different 
fields: retail food merchandising, 
farm implement manufacturing, 
gas and oil production and dis- 
tribution, and electric utility serv- 
ice. The figures in Table I are 
drawn from the 1949 annual 
ports of Kroger Company, Deere 
& Company, Continental Oil Com- 


re- 


pany, and Puget Sound Power & 
Light Company, and show the 
percentage relation of the Federal 
corporate income tax and the net 
profit for stockholders to the sales 
and the investment of the stock- 
holders of the respective compa- 
nies. (The rate earned on totai 
investment would be lower than 
the percent shown in the table 
for all except Kroger Company 
because of borrowed invested 
capital upon which a low returiu 
is paid.) An examination of the 
percentages in the last two coi- 
umns shows how large the income 
tax was in relation to the sales 
dollar and the stockholders’ in- 
vestment. They shouid be com- 
pared with the first two columns. 
With the increases in corporation 
tax rates for 1950 and 1951 these 
percentages would be correspond- 
ingly higher. 

What the income tax figures in 
the next to the last column of 
Table I mean is that an exempt 
cooperative in the retail grocery 
business could charge its custom- 
ers 1.2% less than a competing 
business corporation and make as 
much for its stockholders because 
it has no Federal corporation in- 
come tax; in the farm implement 
business it could charge 8.6% less; 


in the oil business it could charge 
3.3% less; in the electric utility 
business, 6.3% less. When a co- 
operative is exempt from the Fed- 
eral income tax and operates un- 
der similar business conditions to 
that of an ordinary business, it 
can pay ae patronage dividend 
equal to the percentage of tax to 
sales shown in Table I and stili 
have as much earnings left over 
as the ordinary competing busi- 
ness corporation has as its total 
net profit. Such a competitive 
advantage is obviously substantial 
if not overwhelming. 

Such figures will vary between 
companies and in different years. 
Earnings and tax rates fluctuate. 
The figures do illustrate vividly 
the varying importance of the tax 
factor in merchandising, manutac- 
turing and processing, and in the 
utility field. 

The figures in the last column 
show how rapidly the capital of 
a successful exempt cooperative 
could be built up in good years 


by retaining earnings derived 
from income tax saving. If the 
cooperative could avoid paying 
stockholder dividends, it could 
use the sum of the net profits 


and the tax “savings” for growth. 
No dividends will be expected in 


TABLE I 


The 


Kroger Company --_-_------ a 
Deere & Company 
CenneenE SE on. kk cman 
Puget Sound Power & Light 


Relation of Federal Income Taxes and Net Profits to 
Sales and Stockholders’ Investments: 


1949 
—Net Profits to—— Federal Income Tax to 
Sales Investment Sales Investment 
Lat % 17.6% 1.2% 11.8% 
10.9 20.7 8.6 16.3 
11.4 16.5 3. 4.6 
15.7 6.9 6.3 2.8 


SOURCE: Compiled from Moody’s Manual of Investments, 1950. 


TABLE Il 


Patrons’ Equity: 


Commodity contingency reserve 


$1,584,250 


Portion of 1949 savings retained as a reserve for 


expansion of facilities and equipment--_-_-_-- 


2,543,348 


Accumulated savings retained for necessary oper- 


ating and capital purposes- 


Total 


11,816,419 


______ $15,944,017 


TABLE Il 


Illustration of How an Income Tax of 38% Would Affect 
Cooperatives in Relation to Sales and Owners’ 


Investments: 


*Union Equity Cooperative Exchange 
*Southern States Cooperative, Inc.-- 
tEastern States Farmers’ Exchange 
$Farmers Union Central Exchange 


1949 
Reported 

—Net Lncome to— After 38% Tax 

Sales Investment Sales Investment 
16% 40.0% 10% 248% 
3.3 is. 2.0 8.4 
5.1 28.0 3.2 17.4 
8.2 19.5 5 | 12.1 


*Year ended April 30, 1948. History and By-laws of the Union Equity Co- 
operative Exchange, 1926-1948, pp. 11-13. 


'Year ended June 30, 1950. 27th Annual Report from Southern States Farmer, 


Nov. 1950, pp. 16-18. 


Eastern States Cooperator, April 1950, pp. 16-19. 


$Farmers’ Union Central Exchange 


Applicable tax would probably be less because of petroleum operations, as 


Messenger, April-May 1950, pp. 15-17. 


for 


Continental Oil Company in preceding table. 


(161) 13 


later years on any capital re- 
sulting from retained earnings. 
Most successful farm coopera- 
tives probably rely primarily on 
this source of ownership capital. 
One, the Eastern States Farmers’ 
Exchange, Inc., showed no capi- 
tal stock in its balance sheet for 
Dec. 31, 1949. (Table II) 

To illustrate how the applica- 
tion of the Federal income tax 
would affect the reported net 
earnings available for distribution 
among cooperative members as 
patronage or stock dividends, 
some examples may be cited. 
They represent merchandising, 
processing, and oil production and 
refining in varied proportions. 
(Table III) 

The comparative figures for the 
business corporations help to ex- 
plain why the farmers’ buying 
cooperatives are and would be 
expected to continue expansion 
from buying, or merchandising, 
operations into manufacturing, 
processing, oil production and re- 


fining. They also explain why 
the consumers’ cooperatives in 


urban food retailing have caused 
less concern to their ordinary 
business competitors in this 
country. The income tax ad- 
vantage is of less relative im- 
portance in its effect on selling 
price in urban food retailing than 
in farm cooperatives. Conse- 
quently, businessmen have been 
less interested in the tax posi- 
tion of the urban consumers’ co- 
operatives than in the farm co- 
operatives. It is also true that 
consumers’ cooperatives in this 
country have had to meet the 
competition of efficient chain 
stores and mail order houses. In 
England and Sweden, on the other 
hand, the consumers’ cooperatives 
were started years earlier and 
their rapid growth in those coun- 
tries was the natural outgrowth of 
their being the first to introduce 
the economies of mass. retailing 
that were the result of the chain 
store and mail order movement in 
this country. In their growth in 
England and Sweden these coop- 
eratives have however, now ex- 
panded into manufacturing in a 
large way. 

Clearly the earnings of a 
opcrative for its stockholders are 
capital return just as they are 
for the stockholders of any cor- 
poration engaged in business. To 
exempt farmers’ cooperatives 
while taxing consumers’ coopera- 
tives and business corporations 
gives the former a large and un- 
fair advantage in their competi- 
tion with the latter, especially in 


co- 


these recent years of high cor- 
porate tax rates. i 
So long as Congress permits 


such a major advantage to farmer 
Continued on page 37 
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$1,200,000 


Chicago, Indianapolis and Louisville Railway Company 
First Equipment Trust of 1951 | 


234% Equipment Trust Certificates 


(Philadelphia Plan) 


T 7 95) ( - ae 
To mature $80,000 on each March l, 1952 to | I66, inclusive | 


To be guaranteed unconditionally as to payment of principal and dividends by 
endorsement by Chicago, Indianapolis and Louisville Railway Company 


Priced to yield 1.90% to 2.95%, according to maturity 


Issuance and sale of these Certificates are subject to authorization by 


the Interstate Commerce Commission. 


HALSEY, STUART & CO. INC. 
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Bullock Warns of 


Explosive Inflation 


Mutual F eels. 


=—— By 


Whether the year 1951 brings 
peace or a major war, the 
United States is “in for a war 
economy,’ with its accompany- 


ing high industrial activity, 


of manpower, 


heavy taxes, more 
ernment spending 
oa a money 


~ on s, Inc., 
ing of 
Baltimore, 
195 
While 
war 
nevertheless 


in 
9, 


the 


supply, 


Pr esident 


d1. 


Md., 


business 
economy 
increased 


dratts 


civilian restrictions, 
vigorous 


gov- 


and expansion 


of 


volume 


will 


we 


Hugh Bul- 
Dividend 
told the annual meet- 
sharehol< lers of the 
Tuesday, 


funds 
Jan. 


under 
high, 


costs and 


severe taxes may well spell lower 


corporate earnings by the end of 
the year, he said. 

“Normally, this might have a 
negative influence on prices of 
comm on stocks,” Mr. Bullock 
stated, “but the explosively infla- 
tionary forces current in a war 
economy are already making 
thoughtful investors anxious to 
try to protect the purchasing 


power of their savings. 
protection is ever 
more and more people 
be turning to common 
our large and proven 
tions.” 


While no 
probable, 
appear 
stocks of 
corpora- 


yet 
to 


Fidelity Investment Adopts 
“HIF C” Plan 


Fidelity 


Investn 


has declared that 
whenever it selis part of a block 


of s 
price 


syste 


‘HIFO,’ 


out’. 
F, 

bec: 

build 


value 


large 


security 


plan, 
meth 
been 


use it 


tock 


of 


m 


i. a.” 3 
is 
ing up 


rather 
extra 


od of 
adopted 


hig 


S 


acquired 
‘ss, it will firs 
costing the hest 
accounting 
meaning 


‘hig 


ent 
“Tn 


at 


adopted 


more 
its 
than 
dividends 
profits. 
involving a 
cost 

in 


per 


ry 
SI 


in 


The 


change 
accounting, 
order 


hest 


this 
interested 
are 
paying 
from 


to 


Associates 
the 


future, 


difierent 
t se ll the 


price. 


shares 
This 
called 
in first 


plan 
in 
asset 
oul 
net 
“HIFO” 

in the 
has 
retain 


a larger percentage of these prof- 


its on its present list of 
This change in accounting 
substantially 


of 
the 


At 


course 


performance 
fund on the basis of share price. 


the 


present 


record ot 


time, 


holdings. 


will 
improve 
the 


Fidelity 


has substantial profits on its cur- 


rent 


Net 


For 


value 


holdings. 


the 
per 


period, 


share 


has 


from $25.12 to $29.67. 


assets of the fund have in- 
creased from $595,000 on Dec. 
1949 to $985,000 on Dec. 
same 


31 
31, 1950. 
net asset 


increased 


Putnam Fund Distributors 


Opens Chicago Office 


Finney 


& Peterson 


To Be Co-Managers 


Putnam Fund Distributors, 
the general dist 


of B 


oston, 


Inc., 
‘ibutor 


for The George Putnam Fund, one 


of 
Jan, 


ing, 


In 
19 


Finne’ 


both 
Put: 


were 


the 


leading 


mutual funds, 


on 


2 opened its new Chicago of- 
fice in the Board of Trade Build- 
141 West Jackson Boulevard. 


charge 


midwest 


of 


of Chicago. 


iam 
assoc 


Fund 
iated 


far 
LOI 


are 


Prior 


sales activities in 
states 
and William 


H. Ross 


A. Peterson, 
to joining 
Distributors, 
many 


both 
years 


with Standard & Poor’s Corpora- 


tion. 


Peterson 
west Sales Manager, 


was formerly 


Mid- 


and Finney 


was Investment Consultant on 
both private and institutional ac- 
counts. 

For a number of years, accord- 
ing to G. L. Ludcke, President of 
Putnam Fund Distributors. the 
midwestern states have made a 
major contribution to the growth 
of The George Putnam Fund, 
whose assets are today approxi- 


ROBERT £..2106 SSSSoSSj== 








mately $45,000,000. The 
of the Chicago office will enable 
the firm to maintain a closer con- 
tact with its growing list of cor- 
responcent dealers. 


opening 


Wisconsin Appoints New 
Eastern Representative 

Wisconsin Funds Inc., General 
Distributor of Wisconsin Invest- 
ment Company shares, announces 
that Mr. Hartwell P. Morse, for- 
merly associated with Cohu & 
Co. and prior to the war a part- 
ner in George B. D. Bonbright & 
Co., now represents them in the 
eastern territory formerly cov- 
ered by the Louis H. Whitehead 
Co. 

Wisconsin Investment Company 
ended 1950 with total net assets of 
$3,007,000 as compared to $2,016,- 
000 at year’s end 1949, an in- 
crease of about 50% 


SEC Amends and Adopts 
Face Amount Regulations 

Few Companies Affected; 
Information Regulation Changed 
The Securities and Exchange 
Commission on Dec. 29 adopted 
a form for registration statements 
to be filed under the Investment 
Company Act of 1940 by regis- 
tered face-amount certificate 
companies. 

The Commission also adopted 
an additional article to be added 
to Regulation S-X governing the 
form and content of financial 
statements to be filed with the 
Commission by such companies. 

A rule permitting the use of 
information previously filed ‘with 
the Commission under the Secu- 
rities Act of 1933 or the Securities 
Exchange Act of 1934 was also 
adopted. 

All of these regulations were 
previously published in draft form 
for comments and suggestions by 
the industry and other interested 
persons, Extended conferences 
were held with the revresenta- 
tives of some of the companies 
affected, and the regulations as 
adopted by the Commission re- 
flect the incorporation of a num- 
ber of comments and suggestions 
received. 

Copies pf From N-8B-4 and 
Article 6B of Regulation S-X will 
be sent to the companies and 
other persons immediately af- 
fected as soon as such copies are 
available for distribution. Be- 
cause of the limited number of 
companies to which the Form and 
Article apply, copies are not be- 
ing distributed generally. In- 
terested persons may obtain 
copies by request addressed to the 
Publications Unit of the Com- 
mission at its principal office in 
Washington. 

The text of the 
action follows: 

“The Securities and Exchange 
Commission acting pursuant to 
the Investment Company Act of 
1940, particularly Sections 8 and 
38 (a) thereof, hereby takes the 
following action: 

“(I) Rule N-8B-2 amended 
by adding thereto an additional 
paragraph reading as follows: 

‘(4) Form N-8B-4 for Face- 
Amount Certificate Companies. 
This form shall be used for regis- 
tration statements pursuant to 
Section 8 (b) of the Investment 
Company Act of 1940 by all face- 
amount certificate companies.’ 

“(I1) The Commission hereby 
adopts Form N-8B-4 as the form 
to be used for registration state- 
ments of face-amount certificate 
companies registered under the 
above-mentioned Act. 

“(IIl) The Commission hereby 
adopts the following new 
designated Rule N-8C-4, author- 


Commission’s 


is 


rule, 
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izing the use of certain material 
filed under the Securities Act of 
1933 or the Securities Exchange 
Act of 1934 in filing registration 
statements on Form N-8B-4: 

“*Rule N-8 C-4. Previously 
Filed Material. 

‘*‘A registered face-amount cer- 
tificate company which has secu- 
rities registered under the Secu- 
rities Act of 1933 may, in filing a 
registration statement on Form 
N-8B-4, incorporate by reference 
any information, financial state- 
ment or exhibit contained in (1) 
its most recent currently effective 
registration statement under the 
Securities Act of i933, (2) the 
most recent prospectus filed un- 
der that Act, or (3) any report 
filed pursuant to Section 15 (d) 
of the Securities Exchange Act of 
1934; provided, a copy of such 
registration statement, prospectus 
or report is filed with each copy 
of the registration statement on 
Form N-8B-4.’ 

“The Securities and Exchange 
Commission acting pursuant to 
authority conferred upon it by the 
Investment Company Act of 1940, 
particularly Section 38 (a) there- 
of; the Securities Act of 1933, 
particularly Section 19 (a) there- 


of; and the Securities Exchange 
Act of 1934, particularly Section 
23 (a) thereof, hereby amends 


Regulation S-X by adding thereto 
new article, designated Article 
6B, which prescribes the form and 
content of financial statements to 
be filed with the Commission by 
face-amount certificate companies 
pursuant to any of the foregoing 
Acts. 

“The foregoing action shall be- 
come effective Jan. 31, 1951. 


a 


National Fund Assets 
Up 43% Over Year Ago 


As of Dec. 31, 1950, total net 
assets of National Securities 
Series mutual funds were re- 
ported at $78, 333,180, up 43% 
over the 1949 year-end, according 
to H. J. Simonson, Jr., President 


of Netional Securities & Researcn 
Corporation, New York. Total 
assets under “National” manage- 
ment as of the 1950 year-end ex- 
ceed $84,000,009. 

The largest ‘National’ Fund, 
Stock Series, has net assets of 
over $22,009,000 at the 1950 year- 
end with National Income Series, 
the second largest, at over $21,- 
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000,000, up 143% and 39% re- 
spectively from the 1949 year-end. 

Sales of “National’ Funds for 
the year 1950, the highest year in 
the history of the company, were 
reported at over $26,000,UU0, up 
89% from 1949. 


Keystone Assets 
Over 200 Million 


Combined net assets of the 10 
Keystone Funds on Nov. 30, 1950, 
amounted to $218,054,500, an in- 
crease of $27,568,000 over the to- 
tal of $190,486,500 at the close of 
November last year, it is dis- 
closed by the annual report of 
Keystone Fund S2, made public 
today. As of the date of the pres- 
ent report, 51,227 shareholders 
held certificates in one or more 
of the Keystone Funds. 

Net assets of the Income Com- 
mon Stock Fund S2 increased to 
$32,112,174 on Nov. 30, 1950 from 
$30,237,548 at the close of the pre- 
vious fiscal year. Net asset value 
per share increased to $15.86 at 
the end of last November, after 
payment during the year of a spe- 
cial distribution of 10 cents per 
share from net realized profits. 
This compares with $14.26 per 
share on Nov. 30, 1949. There 
were 2,025,102 shares outstanding 
at the close of the latest year and 
2,119,767 shares 12 months earlier, 


Fundamental Investors 
Reports 51% Gain 

A gain of 51% in net assets was 
recorded by Fundamental In- 
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Back to Controls in Britain 


By PAUL EINZIG 


Dr. Einzig, noting growing scarcities of raw materials that have 
become manifest in last few months, points out trend toward 
abandonment of regimentation and austerity in Britain has been 
reversed, and new alloca‘ion and controls, already begun, are 
likely to become intensified. Sees little probability, under the 
circumstances, of return to convertibility of sterling. 


LONDON, Eng.—On Dec. 28 the Minister of Supply, Mr. G. R. 
Strauss, announced the government’s detailed plans for allocating 
zinc among industrial users. Overall supplies of zinc are to be cut 
by 40%, and as from Feb. 1, 1951, the use of zinc, brass and copper 
for the manufacture of over 200 categories of 
consumer goocs will be prohibited. This is the 
first important step towards the restoration of 
the system of controls which was gradually 
abandoned by the government during the past 
two years or so. It is bound to be followed by 
a series of other similar measures, as zinc and 
copper are not the only raw materials in short 
supply. Indeed it is remarkable how deceptive 
the appearance of the return to the age of 
plenty has proved to be. Six months ago it 
looked as if the world might once more be 
faced with problems of excessive supplies both 
in manufactures and in raw materials. Gradu- 
ally the sellers’ market gave way to a buyers’ 
market in most directions. International com- 
petition among -industrial nations was ap- 
proaching prewar proportions. There was once 
more a threat of excessive shinning tonnave, 

and unemployment was beginning to rear its ugly head in the 
British shipyards. There were indications of a return of cut-throat 
competition in coal and steel in Europe. 

All this is now a matter of the past. It did not take a major 
war; or even a full-scale rearmament, to bring about a fundamen- 

. tal ehange in the situation. A minor war in the Far Bast and the 

. beginning of a rearmament drive were sufficient to bring the 
period: of plenty to an abrupt end. There are now shortages in 
most raw materials, in coal, in electric power and in shipping 
tonnage. And yet we have hardly begun to rearm. 

Six months ago it looked as though 1951 might see the last of 
most of the remaining controls, except those which are likely to 
be retained permanently, such as capital issues and capital exports. 
Rationing appeared to be approaching its end, and most price con- 
trols and material allocation controls were removed. With the 
increase of the gold reserve there was a renewed pressure on the 
government to restore the convertibility of sterling, at any rate 
for the purpose of current commercial transactions. It was ex- 
pected that the Torquay Conference on tariffs would result in a 
considerable degree of freeing of international trade. Remarkable 
progress wes mace towards freer intra-European trade, and the 
establishment of the European Payments Union has greatly re- 
laxed excrange difficulties between countries of Western Europe. 

There are still many people in Britain who imagine that this 
trend might continue in spite of the chenge brought about by the 
Korean ccnflict and its consequences. The government is urged 
from many quarters to proceed faster towards relaxing and re- 
moving trede and exchange barriers. To some degree, as far as 
commercial and financial relations with Western Eurone is con- 
cerned, there is in fact a possibility for further progress. In 
December the allowances for tourisis traveling in Western Europe 
were increased from £50 to £100 per annum. Other similar steps 
are possible, and even probable. Eut this is due not to economic 
but political considerations. The importance of strengthening the 
Western European countries economically, in order to strengthen 
their resistance to Comrr unist aggression or infiltration, is realized 
in Londen, and the British Government is prepared to make sacri- 
fices to that end, though there is a limit to its willingness to do so. 

On the other hard, hopes that anything of real importance 
might emerge from the Torquay Conference have declined to the 
vanishing point. Britain is now determined not to weaken trade 
links between countries of the Commonwealth for the sake of 
doubtiul advantages on trade with other countries. In any case, 
tariffs, the relative importance of which increased in recent years 
as and when the extent of other trade barirers declined, are likely 
to become cnce more a matter of small importance in a sellers’ 
market. Importers will be once more willing to pay high prices 
augmented by high customs duties, so long as they can get the 
goods 

Nor is there any likelihood of'a return to convertibility. The 
government is likely to refuse even minor concessions, such as 
the removal of the ban on the import of pound notes from abroad. 
This demand has been pressed lately, in view of the strengthening 
of confidence in the pound. The government is not likely to yield, 
however, for the wholesale re-import of pound notes would mean 
a corresponding increase of sterling balances or of unrequited 
exports. Moreover, the possibility of returning the notes to Britain 
would increase the demand for them, and this again would facili- 
tate the export of capital in the form of smuggling pound notes 
abroad. 

There is of course no question of further de-rationing. Indeed 
it would be little short of miracle if an increase of the list of 
rationed goods could be avoided during 1951. For the present the 
government hoves to meet the situation created by shortages 
through control of allocation of raw materials and restrictions on 
their civilian use. Before very long, however, ‘price controls of 
consumer goods are likely to be adopted. This would mean that 
demand for the artificially cheap goods would increase. To prevent 
the disappearance of their supplies, the government wil] have to 
resort to rationing of consumer goods. 

Finally, a stage may be reached in 1951 when the restoration 
of wartime direction of labor may be considered inevitable, in 
order to secure the manpower necessary for rearmament and for 
esseniial industries. The government will defer the decision as 
long as possible, owing to the unpopularity of this particular type 
of control. Judging by the extent of the initial shortages, how ever, 
its eventual adoption seems to be inevitable. 








Dr. Paul Einzig 


N. Y. Security Dealers 
Annual Election 


At the 26th Annual Election 
Meeting of the New York Security 
Dealers Association, the following 
Officers and members of the 


Board of Governors were unanim- 
ously elected: 

President: David Morris, David 
Morris & Co. 

First Vice-President: Herbert 
D. Knox, H. D. Knox & Co., Inc. 

Second Vice-President: Hanns 
E. Kuehner, Joyce, Kuehner & Co. 

Secretary: George A. Seabright, 
Eisele & King, Libaire, Stout & Co. 

Treasurer: John J. O’Kane, Jr., 
John J. O’Kane, Jr., & Co. 

Board of Governors to serve for 
a period of three years: 

Philip L. Carret, Gammack & 
Co.; Frank Dunne, Dunne & Co.; 
Paul Gammons, Bradley, Gam- 
mons & Co.,Inc.; Hanns E. Kueh- 
ner, Joyce, Kuehner & Co.; Harry 
MacCallum, Jr., MacCallum & Co., 
Mt. Vernon, N. Y.; Stanley L. Rog- 
genburg, Roggenburg & Co. 


Joseph Carson Joins 
Rambo, Close & Kerner 


PHILADELPHIA, Pa.—Rambo, 
Close & Kerner, Inc., 1518 Locust 
Street, announces that Joseph R. 
Carson has become associated with 
them in charge of their municipal 
bond department. Mr. Carson was 
formerly with the Philadelphia 
municipal bond department of 
Kidder, Peabody & Co. 


Hanley Named Treasurer 


PHILADELPHIA, Pa—H. A. 
Riecker & €o., Inc., members of 
the Philadelphia-Baltimere Stock 


Exchange, announce ‘that Richard 
J. Hanley, Jr., has. been elected 
assistant treasurer. 


With Titus-Miller 


(Special to THe FINANCIAL CHRONICLE) 
DETROIT, Mich. — Kenneth S5. 
Vallance is with Titus-Miller & 
Co.. Penobscot Building, members 
of the Detroit and Midwest Stock 
Exchanges. 
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Difficulties Foreseen for Retailers 


NRDGA survey indicates possibility of depletion of consumer 

purchasing power by rising prices, J. Gordon Dakins reports. 

Expects rising dollar volume in first quarter, with higher inven- 
tories, but without corresponding increase in unit sales. 


Retailer anticipation of record 
volumes in 1951 is somewhat 
tempered by the fear that con- 
sumer purchasing power may be 
depleted 
through rising 
prices, ac- 
cording to a 
survey of its 
membership 
just com- 
pleted by the 
National 
Retail Dry 
Goods Asso- 
ciation. 

Comment- 
ing on the 
survey ata 
press confer- 
ence in the 
Hotel Statler 
in New York 
City Friday, Jan. 5, J. Gordon 
Dakins, the Association’s General 
Manager, declared that the na- 
tion’s department, chain and spe- 
cialty stores are looking forward 
to an increase in dollar volume 
in the first quarter of this year. 
He added that a corresponding 
increase in unit sales was not 
expected, though _ inventories 
would undoubtedly be at higher 
levels than those of 1950. 

More than 400 stores and retail 
organizations participated in the 
survey which was conducted by 
the NRDGA to obtain the retail 
viewpoint on prospects in every 
phase of store operations for the 
year ahead. 

Replies to a question on the 
outlook for dollar volume during 
Spring, 1951, compared to the 
same period in 1950, show that 
31%. of stores answering expect 
increases of between 1% and 5%. 
An additional 34% of retailers 
responding anticipate dollar gains 
of between 6% and 10%, with the 
balance of answers showing a di- 
vergence of opinions from “no 
gains” up to over 11% higher dol- 
lar volumes, 


J. Gordon Dakins 


Soft Goods Resurgence 
A breakdown of store 


ments in which 


depart- 
the greatest 





amount of increased business is 
expected indicates a resurgence in 
soft lines. Of the retailers sur- 
veyed, 89% mention ready-to- 
wear as the department slated for 
the greatest improvement, with 
men’s and boys’ wear a second 
choices Appliances and other 
home furnishings are also ex- 
pected to show gains as revealed 
by 24% and 55%, respectively, of 
the answers received. 

In response to a survey ques- 
tion on the outlook for increases 
in unit sales, 58% of the stores 
replying stated no gains were 
anticipated. Only 23% foresaw 
gains of from 1% to 5%, while 
gains of up to 11% were predicted 
by the smaller balance of con- 
tributors. It is interesting to note 
that those merchants anticipating 
increases in unit sales expect 
them to be evident in the same 
departments in which the great- 
est gains in dollar volumes were 
foreseen — mainly ready-to-wear 
and men’s and boys’ wear. 


Higher Inventories 


Indications point to the fact that 
inventories during the first quar- 


ter of 1951 will be markedly 
above those in 1950. According to 
the survey, 40% of responding 


stores expect inventory increases 
of up to 10%, while an additional 
18% of the stores predict inven- 
tory gains of 11% or more. Again, 
the greatest gains in inventory 
were anticipated in the ready-to- 
wear and men’s and boys’ wear 
departments, as was the case for 
anticipated increases in dollar 
volumes and unit sales. : 
Orders given to resoprces sare 
als6 expected to show Saims.dur- 
ing the months ahead, the survey 
indicated. Queried on this sub- 
ject, 48% of the stores replying 
foresaw heavier commitments, 
with the majority of these, or 
28%, predicting gains up to 11% 
or more in the amount of their 
orders. The greatest increases 
expected in orders were those 
emanating from home furnishings 
departments. which reflect a feel- 


BIMBE Continued on page 39 
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From Washington 
Ahead of the News 


—— By CARLISLE BARGERON 4 
A skit in a current Broadway show Satirizes the literary vogue 
of writing best selling novels on the plight of the South. A young 
lady with a wide brimmed hat, just in from the fields, sings of the 
beautiful flowers and the rippling brooks. 
“You ain’t goin’ to get no royalty checks if 
you didn’t see any share croppers,” her parents 
sing back. 

Improving the plight of the downtrodden 
South has been one of the most delightful 
pleasures of the Washington Bureaucrats ever 
since that fateful day back in 1933 when the 
New Deal came into power, and a succession 
of plays on Broadway depicting the backward- 
ness of the people has regaled audiences of 
perhaps lesser intelligence and brought in 
shekels galore to authors and producers. Roose- 
velt, the Great, once described the South as 
the Nation’s No. 1 economic problem; Madame 
Perkins, in one of her first utterances as the 
first woman Cabinet member, told of the highly 
imaginative plan of the Planners to put shoes 
on the Southerners. Inasmuch as the shoes 
would be manufactured in the East, this would 
set up a train of commerce, she explained with that admirable 
high-plane thinking that has for these many year of the Roosevelt 
Revolution baffled sensible men and brought the country to a 
perpetual crisis siate. 

The South has undoubtedly made progress in the past 17 years 
but as to how much the Bureaucrats have had to do with it is a 
matter of serious doubt. They have added to its population by 
hordes and very likely added to its market for Cadillacs, or in such 
garden spots as the TVA, yachts and motor boats. 

It has been green nastures for them; of that, there is no doubt. 
Now, however, there are indications they feel their great works 
are coming to an end, that there is only so much to the South and 
they can’t “develop” it anymore. 

Either this, or they simply want to broaden their domain, 
because they have their designs on New England. For months they 
have been propagandizing assiduously that it is the Nation’s No. 2 
Economic Problem, if not No. 1 now that stilts have been put 
under the South. They are determined to do something for and to 
New England and those people up there may as well quit resisting 
and take the treatment. 

It seems that this was once a prosperous and growing area, an 
area of sturdy people, the home of our earliest settlers, the foun- 
tainhead of our culture, but it has become decadent. Progress is 
passing it by. New Englanders, once known not to have been be- 
hind the barns when the brains in the matter of turning a quick 
dollar were passed Out, have become old and tired and need an in- 
jection of that dynamic blood which only the Washington Bureau- 
crats can infufe. The outstanding difference between the New 
Englanders and the Southerners, before they took the infusion, as 
I understand it, is that the latter came into the world illiterate 
and ignorant, while the New Englanders have become effete. 

For the past several years the Bureaucrats have been asserting 
there is a power shortage in New England which is holding the 
region down, and a too high cost of electrical power that is even 
causing industries to run away. And just as persistently industrial 
authorities have been insisting there is no power shortage, that the 
reserves are ample, and a reward has even been offered for any- 
on who can come forward with a single industry that has moved 
because of the alleged high electrical costs. 

But, say the Planners, these industrial authorities are dying 
on the vine, withered and backward looking souls that they are. 

Roosevelt, the Great, took some jabs at New England deca- 
dence in his day but he never seemed to warm up to this subject, 
maybe because the family has real estate interests at Campobello 
and he didn’t want to run values down, maybe, too, there was 
enough work at the time to occupy the Planners in the South. 









































Carlisle Bargeron 


But in recent months, under that great reformer and far- 
visioned man, Truman, the campaign against New England has 


been stepped up. The Federal Power Commission, REA and other 
agencies, along with Senator Aiken and the CIO, have been doing 
a “tolerably” fair job for a much longer time. 

However, the heat is now on. It may be that New England 
would have had a longer respite but Leland S. Olds was refused 
Senate confirmation of his reappointment to the Federal Power 
Commission some moths ago and the President had to dig up some- 
thing for him to do which did not require Senate confirmation. A 
water resources planning commission was set up and its main 
emphasis in its first report, a voluminous thing, deals with what 
has got to be done for New England to pull it out of the doldrums. 
The commission came up with these conclusions, notwithstanding 
that the great majority of witnesses it heard in hearings held in 

_ that region, voiced the conviction that New England was doing all 
right and preferred to be let alone. 

The New Englanders may just as well surrender and permit 
themselves to be put through the wringer, because these Planners 
are a determined lot and intend to have their way. You can rest 
assured that in the next few months, the propaganda, softened 
only by the National Emergency state, but not so much, will depict 
these once hardy people as an awfully sorry lot. I expect, in fact, 
to see another Tobacco Road built around Dartmouth graduates. 
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Municipal Bonds for 
individual Investor 


Coincident with the increased 
interest in tax-exempt bonds 
stimulated by mounting income 


taxes, Lebenthal & Co., 135 Broad- 
way, New York City 6, has pub- 
lished a new edition of its 40- 
page illustrated pamphlet “Munic- 
ipal Bonds for the Individual In- 
vestor” which they are making 
available to those interested, on 
request. 

The booklet contains many in- 
formative charts and tables, with 
particular emphasis on material 
of value to the investor concerned 
with reducing his income taxes. 
One chart shows the yield needed 
to net 242% after income taxes for 
investors in various income 
brackets. It shows that in some 
cases the investor would have to 
find a security yielding better 
than 12%. A 2-page table shows 
the yield necessary to receive on 
a taxable government or corporate 
security to give the same net re- 
turn after taxes as the tax free 
bond. Special chapters are de- 
voted to “How to Judge a Munic- 
ipal Bond,” including the various 
types available for specific pur- 
poses; and a very valuable one on 
“Odd Lot Municipals,” which are 
the logical medium for those with 
limited investment capital. 


An interesting table compares 
the net available yields on 26 


leading corporations with the tax- 
exempt yield on 26 leading munic- 
ipalities. 


OWNERSHIP OF STATE AND 


MUNICIPAL BONDS 


(INCLUDING TERRITORIES AND POSSESSIONS) 














INSURANCE 
COMPANIES 


$1,600.600,000 






INDIVIDUALS 
dng Pomerer ond 
¥ aceon) 


$8,900,000,000 





CORPORATIONS ond U S, STATE ond LOCAL 
ASSOCIATIONS GOVERNMENTS, ALL FUNDS 
$£00,000,000 $3.100,000,000 

The chart above shows how the $20,- 
500,000,000 in municipal bonds out- 
standing is divided among different 
categeries of owners. Individual hold- 
ings of $8,900,000,000, or 43% of the 
total outstanding, compares with 24% 
heid by individual owners in 1932. This 
chart is one of a number appearing in 
a new booklet issued by Lebenthal & 
Co. called “Municipal Bonds for the 
Individual lnvestor.” 


William Gratza With 
Paul H. Davis & Go. 


(Special to THE FINANCIAL CHRONICLE) 

CHICAGO, Ill. — William J. 
Gratza has become associated with 
Paul H. Davis & Co., 10 South La 
Salle Street, members of the New 
York and Midwest Stock Ex- 
changes, He was formerly in the 
trading department of Blair, Rol- 
lins & Co., Inc. and prior thereto 
for many years with the First 
Boston Corporation. 


d’Avigdor Co. Offers 
Skiatron Stk. at 27 


An issue of 40,000 shares of 
common stock of Skiatron Elec- 
tronics and Television Corp. is 
being offered by d’Avigdor Com- 
pany of New York City at $2.87% 
per share. 

The net proceeds are to be used 
to complete “Subscriber-Vision” 
tests, to purchase additional equip- 
ment and for general corporate 
purposes. 


. Thursday, January 11, 1951 








NEWS ABOUT BANKS 


CONSOLIDATIONS 
NEW BRANCHES 


NEW BRANCHES | AND BANKERS 


REVISED 
CAPITALIZATIONS 





William G. Rabe, Vice-Presi- 
dent and Director of Manufac- 
turers Trust Company of New 
York, has been named Chairman 
of the Trust Committee to suc- 
ceed the late Ernest Stauffen, it 
is announced by Henry C. Von 
Elm, President. Mr. Rabe’s en- 
tire banking career, extending 
over the past 35 years, was spent 
in close association with the late 
Harvey D. Gibson. He first be- 
came associated with Mr. Gibson 
when the latter was President of 
the Liberty National Bank in 
1916. Mr. Rabe now serves as a 
Trustee of Mr. Gibson’s Estate, of 
which Mrs. Gibson and Manufac- 
turers Trust Company are Co- 
Executors. In 1931, when Mr. 
Gibson became President of Man- 
ufacturers Trust Company, Mr. 
Rabe came to the bank with him 
as Assistant to the President. He 
was made a Vice-President in 
December of that year. In 1947 he 
was elected a Director, and in 
1949 was named to the bank’s 
General Administrative Board. 


James E. Hollingsworth and C. 
Frank Reavis were elected mem- 
bers of the Board of Directors of 
The Commercial National Bank 
and Trust Company of New York 
at the stockholders’ meeting on 
Jan. 9. Mr. Reavis is a partner of 
the law firm of Hodges, Reavis, 
Pantaleoni & Downey. He is a 
Director and member of the Ex- 
ecutive Committee of The Balti- 
more Transit Company, a Director 
of H. C. Bohack Co., Inc., ete. Mr. 
Hollingsworth after being associ- 
ated with other banks, served as 
Vice-President of the Central 
Hanover Bank and Trust Com- 
pany of New York from 1942 until 
his resignation in 1946, keing in 
charge of its investment portfolio. 


Irving Trust Company of New 
York announces the election of 
Charles M. Applegate and William 
C. Schutt as Assistant Secretaries 
of the company. Mr. Applegate is 
located at the bank’s Empire State 
office and Mr. Schutt is at the 
Woolworth Building office. 


BANKERS TRUST COMPANY, NEW YORK 
Dec. 31, '50 Sept. 30, 50 


$ $ 
Total resource 1,837,554.151 1,728,136,1723 
Deposit 1,642,085,318 1,522,833,337 
Cash & due from 

banks 530,358,576 445,335,285 
U. S. Govt. secu- 

rity holdings 412,005,133 497,176,609 
Loans & disc’t« 774,683,405 668,955,542 
Undivided prof 38,960,676 38,255,160 


Following a meeting of the di- 
rectors of the Bank ef the Man- 
hattan Company of New York, 
Lawrence C. Marshall, President, 


announced the appointment of 
John B. Goodwin as Assistant 
Vice-President and of H. Hiter 


Harris, Jr as Assistant Treasurer. 
Mr. Goodwin will be attached to 
the division handling the bank’s 
business in the midwestern states. 
During recent years he has been 
associated with the Chase Na- 
tional Bank as Assistant Cashier. 
Mr. Harris will be associated with 
the division handling business in 
the southeastern states. Prior to 
his new association, he was with 
the Chemical Bank & Trust Co. 


Francis J. Ludemann has been 
appointed Vice-President-Secre- 
tary of The Manhattan Savings 
Bank of New York, according to 
an announcement by Willard K. 
Denton, President. Mr. Ludemann 
will assume his new position on 
Feb. 1, succeeding Carl A. Richter, 
who is retiring after 48 years of 
service. For the past ten years 
Mr. Ludemann has held the posi- 


tion of Deputy Superintendent in 
the New York State Banking De- 
partment in charge of savings 
banks and trust departments of 
commercial banks. For the pre- 
ceding four years he was in charge 
of the savings and loan divi- 
sion. In the earlier vears of 
his 2l-year association with the 
banking department, he was en- 
gaged first in general field work 
and later as a supervising ex- 
aminer for investment companies, 
private bankers, credit unions 
and licensed lenders. Prior to 
joining the banking department, 
Mr. Ludemann was for 11 years 
associated with the Hamilton 
Trust Co., Brooklyn, which dur- 
ing the period merged into the 
Chase National Bank, becoming 
its Brooklyn office. He resigned 
from his post as assistant head of 
the Trust Department to become 
a state examiner in November, 
1929. At the convention of the 
National Association of Super- 
visors of State Banks in Boston 
last fall, Mr. Ludemann was 
elected Secretary of the Associa- 
tion and became a member of its 
Executive Committee. 


UNITED STATES TRUST COMPANY OF 
NEW YORK 
Dec. 31, 50 Sept. 30, 50 


Total resource $171,770,725 $148,859,347 


Deposit: 137,771,392 115,353,887 
Cash & due from 

banks 27,844,870 21,325,272 
U. S. Govt. secu- 

rity holdings 60,906,987 63,963,060 
Loans & discounts 66,431,564 45,266,680 
Undivided profits 2,294,288 2.145.245 

Richardson Pratt, managing 


partner of Charles Pratt & Co., 
and Ralph T. Reed, President of 
the American Express Co., have 
been elected trustees of United 
States Trust Co. of New York, it 
is announced by Benjamin Strong, 
President. Mr. Pratt is also Chair- 
man of the Board of Pratt Insti- 
tute, Brooklyn, and trustee and 
Secretary of the American Acad- 
emy in Rome. Mr. Reed is, in 
addition, Chairman of the Board 
and director of Wells Fargo & Co., 
and a director of American Wool- 
en Co., Stone & Webster, Inc., and 
Western Union Telegraph Co. He 
is also a member of the Advisory 
Committee, Foreign Service Insti- 
tute, State Department, Washing- 
ton, DD. G. 


E. Chester Gersten, President of 
The Public National Bank and 
Trust Company of New York, has 
announced that Emanuel Schwartz 
and Emanuel Weinreb, Assistant 
Cashiers, have been appointed 
Assistant Vice-Presidents. 


THE COMMERCIAL NATIONAL BANK 
AND TRUST COMPANY, NEW YORK 
Dec. 31, 50 Se; 30, 50 
Total resources $234,.678,840 $208,059,584 
Deposits __ 205,747,072 171,175,453 
Cash & due from 
banks ..-. 74,428,383 48,530,544 
U. S. Govt ecu- 
rity holdings 84,214,618 84.791,679 
Loans & discount 60,356,778 58,511,509 
Surplus & undi- 
vided profits 14,729,007 


14,871,910 


The Board of Trustees of The 
Bowery Savings Bank of New 
York on Jan. 8 elected Harry 
Held, Harry C. Burgess, William 
H. Switzer, William Lumsden and 
John M. Ohlenbusch Vice-Presi- 
dents. Kenneth E. M. Hall and 
Montague T. Smith were ap- 
pointed Assistant Vice-Presidents. 
Richard L. Brower was appointed 
General Auditor; Walter H. Tiet- 
jen, Assistant Secretary: and 
George F. Butler, principal Exec- 
utive Assistant. Messrs. Held, 
Burgess, Switzer, Lumsden and 
Ohlenbusch were promoted from 
Assistant Vice-Presidents. Mr. 
Hall and Mr. Smith were former- 
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to reform the entire world or 
spread sweetness and light and 
economic prosperity to peoples 
who have lived and worked out 
their own salvation for centuries 
according to the best of their abil- 
ity. Wedo have an interest in the 
economic welfare of other nations 
and in the military strength of 
other nations, but only to the ex- 
tent to which our assistance may 
reduce the probability of an 
attack on the freedom of our 
people. 

After liberty, peace must be 
goal of our policy and of our 
leaders—more than it has been in 
recent years. In order to assure 
progress and happiness for our 
people, we must avoid war like 
poison except when it is abso- 
lutely essential to protect our lib- 
erty. War not only produces 
pitiful human suffering and utter 
destruction of things worthwhile, 
but it actually may end our own 
liberty, certainly for the time 
being. From our experience in 
the last two world wars, it actu- 
ally promotes dictatorship and 
totalitarian government through- 
out the world. It is almost as 
disastrous for the victor as for 
the vanquished. War is to be 
preferred only to the destruction 
of our liberty. 


It seems to me most unwise 
ever to admit that war is inev- 
itable until it has occurred, and 
it seems to me that today our 
policy is based too much on this 
premise. lt is a possibility which 
We must face and for which we 
must prepare, but the theory of a 
preventive war is contrary to 
every American principle and 
every moral principle. 


The present situation arises out 
of the menace of communism and 
the military strength of Soviet 
Russia. Soviet Russia has broken 
every treaty. It has suppressed 
liberty everywhere within its 
zone of influence. It engineered 
a forcible seizure of the govern- 
ment of Czechoslovakia. It pro- 
moted the military aggression of 
the North Koreans. It promoted 
the military aggression of the 
Chinese Communists. Those dip- 
lomats and soldiers who have had 
to deal with the Russians find 
them always _ unreasonable, 
uncompromising and_ truculent. 
There is sufficient evidence of a 
determined plan to communize 
the entire world, which can be 
clearly outlined from the writings 
of Lenin and Stalin just as Hit- 
ler’s intention could be found in 
Mein Kampf. Such a plan is evi- 
denced by the formation of Com- 
munist organizations throughout 
the entire world, acting as agents 
for the Russian Government, and 
promoting the communizing of 
every country by propaganda and 
infiltration into labor’ unions, 
organizations of all kinds and the 
government itself. We have seen 
how successful that effort has 
been in this country. 


Does this Russian plan include 
a military conquest of the world 
where infiltration is unsuccess- 
ful? It is now clear that it does 
include the use of satellite troops 
to attack neighboring countries 
in cases where such military ag- 
gression may not necessarily 
bring a third world war. Up to 
this time, apparently, the Rus- 
Sians have not been willing to 
use their own armies in deliberate 
military aggression for fear of 
precipitating such a war, but it is 
pointed out that that may be be- 
cause they are not yet ready. 


I do not myself see any con- 
clusive evidence that they expect 
to start a war with the United 
States. And certainly I see no 
reason for a general panic on the 


assumption that they will do so. 
We have clearly notified them 
that any attack in Europe upon 
the United Nations means a third 
world war, and we are obligated 
to enter such a war under the 
terms of the Atlantic Pact. Look 
at it from any point of view— 
and, I think, particularly from 
the Russian point of view—and it 
is difficult to see how the Rus- 
sians could reasonably entertain 
the hope that they can conquer 
the world by military action. It 
must seem to their thinkers an 
extremely difficult undertaking. 
I believe they are still thinking 
in terms of a slow but steady ad- 
vance by the methods which they 
have used up to this time. Those 
methods are dangerous enough. 

Since there is a greater possi- 
bility, however, of a destructive 
war against our liberty than we 
have ever faced in the past, at 
least since the Revolutionary 
War, there is no doubt that we 
should go just as far toward pre- 
paring for war as we can go in 
time of peace without weakening 
ourselves in the long run and 
destroying forever the very lib- 
erty which war is designed to 
protect. 

The questions which our gov- 
ernment must decide and in which 
decisions the Congress and the 
people should have a determined 
and decisive voice are: 


(1) How far can we rely on the 
United Nations to maintain and 
restore peace? 

(2) What should be our mili- 
tary policy in preparation for a 
possible attack by Russia on our- 
selves and our allies? 

(3) Is such a policy possible for 
a long period of years without 
inflation and the loss of all 
liberty at home? 

(4) How shall we convince the 
people of the world that liberty 
is a better way of life than com- 
munism can ever be? 

(1) How can we best maintain 
peace? The United Nations was 
established as the great organiza- 
tion to maintain peace. It has 
failed to do so because of funda- 
mental defects in the Charter 
which I have frequently pointed 
out. Certainly I would not advo- 
vate a withdrawal from the 
United Nations at this time. It 
does give a forum in which mat- 
ters of differences can be dis- 
cussed and brought out in the 
open. If we know what those 
differences are, there is some bet- 
ter change for adjusting them 
than if grievances are built up 
under the surface which break 
out constantly in unforeseen con- 
flict. When the Charter was be- 
fore the Senate, I said: 


“I believe that an international 
organization, devoted to the 
maintenance of peace, to the study 
of possible threats to peace, and to 
a constant effort to solve the dif- 
ferences which lead to war, is an 
essential feature of any peace 
hope, or peace policy. The 
United Nations Charter has many 
faults, some of which I shall dis- 
cuss, but it provides without 
question a continuing council 
table at which are represented all 
the nations of the world, meeting 
constantly to solve those problems 
which in their opinion may en- 
danger international peace. If 
the men who participate in this 
continuing conference are men of 
ability and good faith, I believe 
that this organization can go far 
toward preventing war.” 

But in the present crisis where 
the entire world is threatened by 
the Communist menace, the 
United Nations has proved that it 
is not only an utterly ineffective 
weapon to check military aggres- 


sion, but that it is actually a trap 
for those nations which rely upon 
it aS an organization to secure 
action against aggressors. 

But the defect of the United 
Nations lies in the fact that it was 
never based on law and justice to 
be interpreted by an impartial 
tribunal, but on a control of the 
world by the power of five great 
nations, Those who wrote the 
first draft of the Charter at 
Dumbarton Oaks did not even 
mention the word “justice,” and 
in the Charter as finally drafted, 
the Security Council, in deciding 
on means to preserve the peace, is 
guided solely by considerations of 
policy and not of justice. Ob- 
viously, in such an organization, 
there must be a veto power, and 
that veto power nullifies any ef- 
fective action by the United 
Nations. I pointed out in the 
debate on the Charter that the 
veto power changed the whole 
nature of the organization and re- 
duced the United Nations organi- 
zation to a consulting body. I 
said: 

“All the discussion about force 
is of minor importance because it 
can never be used to solve any 
major crisis. . If the Charter 
had been in effect, Japan would 
have vetoed any action against 


itself on the invasion of Man- 
churia and of China. Italy would 
have vetoed any action against 
itself on the invasion of Ethi- 
opia. In some ways the organi- 
zation would have been less 
effective even than the League of 
Nations. The Charter could not use 
force if Russia were to invade 
Poland or seize the Dardanelles 
from Turkey. Even attacks 
by satellite nations of one of the 
great powers might be engaged in 
safely if a great power had agreed 
in advance to exercise the veto 
power.” 

This prediction is borne out to- 
day by the Russian use of the veto 
power to prevent action against 
Communist China. I said: 


“If one of the five great powers 
violates the Charter and vetoes 
action against its own violation, 
the Charter is for all practical 
purposes dissolved in failure.” 

When the North Koreans at- 
tacked, it happened that Russia 
was boycotting the Security Coun- 
cil and the resolution calling for 
action against the North Korean 
aggression was therefore passed 
without dissent. 

On June 28, 1950, I questioned 
the legality of the United Na- 
tions action because Article 27 of 
the Charter clearly provides that 
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decisions of the Security Council 
on all matters shall be made by 
an affirmative vote of seven 
members “including the concur- 
ring votes of the permanent 
members.” There was no con- 
curring vote by Russia, but we 
overrode this objection without 
considering how it might be 
raised against us in the future. 
Furthermore, we took this action 
without considering the fact that, 
if the Chinese Communists at- 
tacked and the Russian repre- 
sentative returned to the Security 
Council, the United Nations could 
not follow up its action against 
the Korean Communists by sim- 
ilar action against Chinese 
Communists. If the Russians had 
planned it that way, they could 
not have done better. Did they 
arrange the North Korean attack 
just when they were boycotting 
the United Nations, so that the 
United Nations might take an 
abortive action? Did they delib- 


erately ignore the point I have 
just made relating to affirmative 
vote knowing that they could 
later block action against China? 
We were sucked into the Korean 
war by a delusion as to a power 
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which never has existed under 
the Charter. 

We have vainly tried to bypass 
the limitations on the power of 
the Security Council by asking 
for action by the General Assem- 
bly. Under the Charter, this 
body was never intended to have 
any power to call on governments 
for action, or do more than rec- 
ommend. It would be most un- 
wise for us to build up any such 
power in the General Assembly. 
No nation has contracted to abide 
by any decision of the Gen- 
eral Assembly. Furthermore, we 
would only have one vote among 
60, which sometime in the future 
may be inconvenient for us. 
Certainly, this does not excuse the 
failure of the Assembly to de- 
nounce the Chinese Communists 
as aggressors. Their failure re- 
pudiates the very basic theory of 
the Charter. But action taken by 
them today would have only 
mora! etfect. 

Those who are blaming the 
United Nations should much more 
blame the limitations of the 
Charter and our own government 
for forcing United Nations action 
beyond its permanent powers. 

May I point out again also that 
the President incorrectly assumed 
that the United Nations was an 
operating organization with 
power to call on us for troops 
which we could supply. As a 
matter of fact, he had no author- 
ity whatever to commit American 
troops to Korea without consult- 
ing Congress and without Con- 
gression#l approval. He could 
not commit our armed forces to 
support the United Nations under 
the terms of the Act which was 
passed by Congress, for that Act 
only recognized the commitment 
of troops in the event of the 
negotiation of a special military 
agreement with the Security 
Council “which shall be. subject 
to the approval of the Congress 
by an appropriate Act or joint 
resolution.” The Russians have 
prevented the conclusion of any 
such agreements. Congress has 
therefore never acted. The Pres- 
ident simply usurped authority, 
in violation of the laws and the 
Constitution, when he sent troops 
to Korea to carry out the resolu- 
tion of the United Nations in an 
undeclared war. It may now be 
argued that Congress by appro- 
Priating money for additional 


action has ratified the 
Act. but the war was on and we 
had no choice but to back up 
wholeheartedly the boys who 
were fighting in Korea. The 
calamity into which we have been 
drawn, and which has _ resulted 
in almost as many American cas- 
ualties as the first World War, 
arose out of the unwarranted 
assumption that the United Na- 
tions was an operating organiza- 
tion as we would have liked to 
see it. when as a matter of fact 
it was a hopeless weapon against 
aggression from the beginning, 
and from unauthorized action by 
the President. 

I have suggested that we ought 
to formulate the amendments 
which would create an ideal 
ganization, insist upon a full dis- 
cussion of those amendments and 
if they finally blocked by 
Soviet Russia, bring about the 
dissolution of the United Nations 
and the formation of a new or- 
ganization which could be an ef- 
fective weapon for peace. For the 
present we must make use of the 
United Nations best we may, 
as a diplomatic weapon and 
through it we may hope that more 
friendly relations can be estab- 
lished with Russia, But as far as 
military policy is concerned, I see 
no choice except to develop our 
own military policy, and our own 
policy of alliances, without regard 
to the non-existent power of the 
United Nations to prevent aggres- 
sion. 

(2) What then should be. our 
military policy in preparation for 
a possible attack by Russia on 
ourselves or on our allies? Our 
first consideration must be defense 
of America. Whatever one may 
feel about the action of the United 
States in other parts of the world, 
10 matter how much of an inter- 
nationalist a man may be, he must 
recognize that this country is the 
citadel of the free world. The de- 
fense of the United States itself 
is, of course, the first goal of our 
own people, essential to protect 
our liberty; but it is just as im- 
portant to the rest of the world 
that, this country be not destroyed, 
for its destruction would mean an 
end to liberty everywhere and to 
the hope of restoring liberty 
where it has been lost. It seems 
obvious that the immediate prob- 
lem of defending this 
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depends upon control of the sea 
and control of the air. 

There is no question that we 
have the largest navy in the world 
and certainly while the British are 
our allies, complete control of the 
sea throughout the world except 
as it may be hampered by Russian 
submarines. We have a powerful 
air force, but it seems to me vi- 
tally necessary that that air force 
be increased until we have con- 
trol of the air over this country 
and over the oceans which sur- 
round our continent. It should be 
capable of expansion in time of 
war to secure as great control as 
possible over the rest of the world 
and over the enemy country. With 
our resources and with Great Brit- 
ain as an ally, that is not impos- 
sible. By the end of the last war, 
we had practically complete con- 
trol of the air over Germany and 
Japan. Not only is the air force 
necessary for defense of America, 
but it is the one weanon which 
can damage the enemy bases from 
which air attacks upon us can be 
made, and which can drop atom 
bombs where they may be decisive. 

Whether war can be ended by 
air power alone may be open to 
question, but certainly sea and 
air power can achieve a com- 
plete protection while other forces 
are being developed to meet 
whatever goals may seem to be 
desirable in a third world war. 
Of course an army of reasonable 
size has a place in the defense of 
the American continent. A land 
army is also necessary for the 
defense of air bases, further de- 
fense of islands near the conti- 
nental shores, and for such occa- 
sional extensions of action into 
Europe or Asia as promise suc- 
cess in selected areas. But it need 
not be anything like as large an 
army as would be necessary for 
a land war on the tontinent of 
Europe ‘or the continent Of Asia. 

The fact that the air force has 
deteriorated is due solely to the 
shortsightedness of this Adminis- 
tration and the Pentagon policy 
which in substance refused any 
increase in air force unless cor- 
responding increases occurred in 
the Army and Navy. The 80th 
Congress in 1947 set up a Con- 
gressional Aviation Policy Board. 
This Board reported to the Con- 
gress on March 4, 1948, recom- 
mending a 70-group air force as a 
prerequisite for national security. 
A Citizens’ Advisory Commission 
set up by the President under 
Mr. Finletter also recommended a 
70-group air force. The 80th Con- 
gress in the supplemental defense 
appropriation bill of 1948 pro- 
vided for such a force and the air 
force increased from 55 groups in 
June, 1948, to 59 groups in De- 
cember, 1948. On Dec. 31, 1948, 
however, after the 1948 elections, 
a Presidential directive required 
the air force to be cut to 48 
groups. In 1949 the 81st Congress 
provided for a build-up of the air 
force to 58 groups again, 10 more 
than was recommended by the 
President, but the President, when 
he signed the fiscal 1950 military 
appropriation act, directed the 
Secretary of Defense to place in 
reserve the amounts provided by 
the Congress for increasing the 
structure of the air force. The 
amount impounded by direction 
of the President totaled $775,- 
450,000. 

On Oct. 5, 1949, I wrote: 


“The possession of the bomb by 
Russia emphasizes above every- 
thing else the necessity of build- 
ing up an all-powerful air force. 
The only possible defense is a 
complete control of the air. If 
there is ever a third world war, 
it will be won by the nation who 
can most completely dominate the 
air. We should build up our own 
air force again to 70 groups. We 
must constantly improve our air 
force and our air defense.” 

But until the Korean War, the 


President still insisted on holding 
the air force to 48 groups. Now 
the increase is to be balanced by 


an even larger increase in the 


land forces. 

Not only is an all-powerful air 
force the best possible defense 
for the United States, but it is 
also the greatest deterrent to war. 
Winston Churchill has said that 
the American possession of the 
atomic bomb and the possibility 
of using it in an attack on Russia 
is the greatest possible deterrent 
to Russian aggression. It seems to 
me this must be true. The Rus- 
sians are not going to be deterred 
by land armies until they are 
built up to a point threatening 
aggression against Russia or its 
satellites, and they can always at- 
tack before that point is reached. 
They know that the destruction 
of their principal industrial de- 
velopments by atomic bombs may 
make it infinitely more difficult 
for them to succeed in any war. 
Every consideration, therefore, of 
American defense, and also of the 
insurance of peace, depends upon 
the development of an air force 
more effective than the world has 
ever seen. 

A superiority in air and sea 
forces throughout the world can 
achieve other purposes than mere 
defense. It can furnish effective 
assistance to all those nations 
which desire to maintain their 
freedom on the continent. It can 
achieve a balance of power under 
which more peaceful relations 
throughout the world can con- 
stantly be developed. 

While defense of this country 
is our first consideration, I do 
not agree with those who think 
we can completely abandon the 
rest of the world and rely solely 
upon the defense of this continent. 
In fact, the very thesis of an ef- 
fective control of sea and air by 
the free nations requires that we 
do interest ourselves in Europe 
and the Near East and India and 
the Far East, so that Communist 
influence may not extend to areas 
from which it is still possible to 
exclude it by many methods other 
than land armies. Of course, Mr. 
Hoover's recent speech was com- 
pletely misrepresented by the Ad- 
ministration press in this regard. 
He did not advocate retirement 
to the American continent. He 
only urged that emphasis be 
placed on our defense of the At- 
lantic and Pacific oceans, as it 
should be particularly. if all of 
our allies should abandon us. 

It seems to me that our battle 
against communism is in fact a 
worldwide battle and must be 
fought on the world stage. What 
I object to is undertaking to fight 
that battle primarily on the vast 
land areas of the continent of 
Europe or the continent of Asia 
where we are at the greatest pos- 
sible disadvantage in a war with 
Russia. The first principle of mil- 
itary stratesy is not to fight on 
the enemy’s chosen battleground 
where he has his greatest 
strength. We could not have a 
better lesson than has been taught 
us in Korea. We cannot possibly 
transport enough men and equip- 
ment to overcome the vast man- 
power supplied by the teeming 
millions of Russia and of China. 
Where there is complete disregard 
for human life, even the best 
weapons and equipment will fail 
to overcome that disadvantage in 
manpower. 

Our opposition is not greatly 
unlike that of Great Britain which 
dominated much of the world for 
200 years, and brought about the 
balanced peace of the last half 
of the 19th century. The British 
had control of the seas and met 
every challenge to that control. 
There was no question of air 
power. They seldom committed 
any considerable number of Brit- 
ish land troops to continental 
warfare, and when they did so, 
they were by no means success- 
ful. Marlborough fought very 


largely with mercenary troops and 
the troops of his allies. Napoleon 
was finally defeated by a combi- 
nation of many nations which did 
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not contain more than 20% of 
British troops. 

Control of the seas enabled the 
British in many places to develop 
power on the land as in India. 
They supported one group in such 
countries against others.and gave 
strong support to their friends, 
They established garrisons at 
strategic points where sea power 
could protect them. It was the 
sea power of Britain which gave 
Britain a powerful influence on 
the continent of Europe itself. It 
seems to me, by reasonable alli- 
ance with Britain, France, Hol- 
land, Australia and Canada, the 
control of sea and air can estab- 
lish a power which cannot be 
challenged by Russia, and which 
can protect Europe as it has been 
protected now for five years 
through fear of what sea and air 
power can accomplish against 
Russia. There is no need for a 
specific line of defense, but we 
can exercise a power for peace 
over a vast area. If the Russians 
realize that that power cannot be 
challenged, and can do real dam- 
age to their own nation with the 
atomic bomb and otherwise, their 
purpose of military aggression 
may well wither, and gradually 
peaceful relations in Europe may 
grow again. The desire of human 
beings for peace and comfort and 
normal human relations is a pow- 
erful force which will constantly 
reassert itself. 

I do not believe that this sea 
and air power should be used for 
aggressive purposes, but I do be- 
lieve it should be available to 
assist those nations which ask for 
assistance to defend themselves 
against Communist aggression, to 
the extent that such power can 
be successfully and _ effectively 
used. We must not undertake 
anything beyond our power, as 
we have in Korea. We must not 
assume obligations by treaty or 
otherwise which require any ex- 
tensive use of American land 
forces. In the first place, we 
should be willing to assist with 
sea and air forces any island na- 
tions which desire our help. 
Among those islands are Japan, 
Formosa, the Philippines, Indo- 
nesia, Australia and New Zealand; 
on the Atlantic side, Great Britain, 
of course. 

Japan is a special case. It seems 
to me we should at once make 
a treaty with Japan and then de- 
clare peace with Japan by joint 
resolution. Such a treaty should 
provide for assistance from the 
United States in the air and on 
the sea and temporarily perhaps 
with a few divisions on land until 
the Japanese can create their own 
land army for defensive purposes. 

I believe the policy would also 
involve the support of Chiang 
Kai-shek on Formosa and the pro- 
viding of arms and other assist- 
ance which might enable him to 
defend himself and contest with 
the Chinese Communists in China 
itself at least until peace is made 
with them. It is ridiculous to 
talk about avoiding a war with 
Communist China when such a 
war already exists. When Amer- 
ican boys are being killed by 
Chinese armies, and Peiping an- 
nounces that they are fighting the 
United States and trying to de- 
stroy American forces, we might 
as well have a declared war. It 
would untie the hands of our mil- 
itary commanders, and force the 
return of some of their army to 
China. The operations of Chiang’s- 
army and the free Chinese on the 
mainland should be a real hin- 
drance to the occupation of South- 
east Asia by Communist armies. 
In fact, it would seem to be the 
only hope. Such a war certainly 
need not involve the invasion of 
China by American armies, or 
cost us one more man, or one 
more dollar, than the present war 
in Korea. In fact it would cost 
us much less. 


I do not know enough about 
the military situation to know 
whether we can maintain our po- 
sition in Korea, but certainly we 
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should not jeopardize our army 
there to the extent of risking its 
destruction. It is far better to 
fall back to a defensible position 
in Japan and Formosa than to 
maintain a Korean position which 
would surely be indefensible in 
any third world war. 


There may be some question as 
to the ability of a sea and air 
power to defend islands in rea- 
sonably close proximity to the 
coast as are Formosa and Japan. 
Sea power there is seriously lim- 
ited by submarines and mines, but 
we should make every possible 
effort to establish the ability of 
our navy and air force to prevent 
any landing across 100 miles of 
salt water. 


The power of great sea and air 
forces is not necessarily limited 
to island nations. The policy I 
suggest certainly would not aban- 
don to Communist China the con- 
tinental nations. In the first place, 
we may give economic assistance 
to many such nations providing 
they really want that assistance. 
We can give arms as we are 
bound to do under the Atlantic 
Pact, and as we are now doing 
in Indo-China, in Greece and in 
Turkey. 

There are some places where it 
may even be wise to commit some 
land troops if we can see a rea- 
sonable chance of success. Korea 
does not seem to be such an area, 
but the entire continent of Africa 
is connected with Asia and cer- 
tainly we should assist in de- 
fending the Suez Canal as a 
means of maintaining our con- 
nections by sea, and Northern 
Africa where we hold valuable 
air bases. It may be possible to 
assist Spain. I should suppose 
that Singapore and the Malay 
peninsula could be defended by 
land troops if sea and air power 
is available on both sides of the 
peninsula. The extension of such 
aid by land troops, however, is a 
dangerous experiment as we 
found in Korea. I doubt if we 
should enter into any commit- 
ments in advance, or undertake 
the job at all unless we are sure 
it is well within our capacity, and 
almost certain of success. 

The greatest question of policy 
before the country and before this 
Congress, however, relates to our 
undertakings in Europe. Under 
the general principles I have laid 
down, I would say that we had 
better commit no American troops 
to the European continent at this 
time. Some modification is re- 
quired in that theory because, 
first, we are now occupying Ger- 
many with obligations growing 
out of the second World War, and, 
second, we have made certain 
promises under the Atlantic Pact. 

It might be will first to con- 
sider just what our obligations are 
under the Atlantic Pact. One 
thing seems certain. There no 
legal obligation to send American 
land soldiers to Europe. 

Article 5 of the treaty reads: 

“The Parties agree that an 
armed attack against one or more 
of them in Europe or North Amer- 
ica shall be considered an attack 
against them all; and consequently 
they agree that, if such an armed 
attack occurs, each of them, in 
exercise of the right of individual 
or collective self-defense recog- 
nized by Article 51 of the Charter 
of the United Nations, will assist 
the Party or Parties so attacked 
by taking forthwith, individually 
and in concert with the other 
Parties, such action as it deems 
necessary, including the use of 
armed force, to restore and main- 
tain the security of the North 
Atlantic area.” 

By its terms this article clearly 
leaves us free to determine what 
action we deem necessary; in 
other words, we are obligated to 
go to war with Russia if it attacks 
any of the Atlantic Pact nations, 
but we certainly are free to de- 
termine how we shall fight that 
war. A council is set up by Arti- 
cle 9 which is to recommend 
measures for the implementation 


is 


of Article 5, but we are certainly 
not beund to accept any such rec- 
ommendations. 


in July, 1949, on the floor of 
the Senate, it was even argued 
that the pact did not obligate us 
to provide arms and equipment 
for the parties to the pact. It 
seems to me, however, that if we 
ratified the pact we were morally 
Obligated to provide such equip- 
ment in view of the promises 
made by the State Department in 
connection with the signing of the 
pact. The amount of this equip- 
ment, however, was not to be 
extensive and certainly it was 
based on a very large contribu- 
tion by the other parties to their 
defense. On the bill implement- 
ing the pact, Senator Vandenberg 
said: 

“So I am sure the Senator from 
Maryland agrees that, in the final 
analysis, the great strength and 
authority of the North Atlantic 
Pact is, not in Article 3, but in 
Article 5, which is a general noti- 
fication to any potential aggressor 
that if he does aggress upon the 
North Atlantic community, he will 
confront all the resources of 
300,000,000 people to guarantee 
his defeat.” 

Mr. Tydings: “I agree thor- 
oughly with the able and dis- 
tinguished Senator from Michi- 
gan.” 

Senator Vandenberg severely 
limited even our contributions for 
arms. He explained in the debate 
on the bill implementing the pact 
that the overall assistance was 
only $1,100,000,000, to be paid out 
at the rate of $500 million a year. 
£enator Connally made it clear 
that the pact did not obligate us 
to send a land army to Europe. 
He said: 

“This bill does not provide, as 
has been said by some persons, 
that we are rearming Western 
Europe. Western Europe. will 
spend five or six dollars for each 
dollar contributed by the United 
States. Let me point out that we 
are not increasing by this aid the 
riumber of armed menin the armies 
of the North Atlantic Pact na- 
tions. We are simply undertaking 
to modernize their existing armies 
which they themselves raise by 
aiding them in obtaining equip- 
ment, munitions and supplies. But 
we are not sending a single sol- 
dier to any of those countries for 
combat purposes, nor are we in- 
sisting that they increase the size 


of their armed forces.” (Page 
13,020. ) 

In his appearances before the 
Foreign Relations Committee, 


Secretary Acheson denied that we 
were obligated to send troops or 
even extensive aid in equipment 
He said: 

“Tt is not proposed to increase 
the establishments beyond what is 
already provided in their budgets. 

“This assistance has to do with 


the provision of more effective 
and better rounded equipment for 
those forces. The European na- 
tions will do the great bulk of 
this equipping themselves. They 
will enter into—in fact they al- 


ready have devised the basis of— 
agreements by which they will 
help one another get equipment. 

“So far as the pact countries are 
concerned, United States assist- 
ance will be somewhere between 
one-sixth and one-seventh of the 
total effort which will go into 
military efforts in Europe. We 
will provide, as is stated in the 
statement, approximately $1,130,- 
000,000 for the pact countries.” 

He was asked the direct ques- 
tion by Senator Hickenlooper: 

“T believe you said earlier in 
your testimony today that it was 
contemplated that a great portion 
of the armament, or the developed 
armament, of western Europe, in 
the nations of this pact, would 
be carried under their own weight. 
I presume that that refers also to 
the manpower in their armies. I 
am interested in getting the an- 
swers as to whether or not we 
are expected to supply substantial 
numbers—by that, I do not mean 


a thousand or two, or 509, or any- 
thing of that kind, but very sub- 
stantial numbers—of troops and 
troop organizations, of American 
troops, to implement the land 
power of western Europe prior to 
aggression. 


“Is that contemplated under 
Article 3, where we agree to 
maintain and develop the collec- 
tive capacity to resist? In other 
words, are we going to be ex- 
pected to send substantial num- 
bers of troops over there as a 
more or less permanent contribu- 
tion to the development of these 
countries’ capacity to resist?” 


Secretary Acheson: “The answer 
to that question, Senator, is a 
clear, absolute ‘No.’ ”’ 


Since the sponsors of the treaty 
backed by the State Department 
took this position, they can hardly 
contend now that we have any 
obligation under the Atlantic Pact 
to send American soldiers to 
Europe. We did have warning at 
the time of the Atlantic Pact that 
the military authorities in the 
Pentagon regarded the pact as 
leading toward a land war with 
Russia. I pointed out in opposing 
the pact that we were headed in 
this direction. I said: 

“It is one thing to agree to go 
to war with Russia if it attacks 
western Europe. It is another to 
send American ground troops to 
defend Norway or Denmark or 
Holland or Italy or even France 
and England. I cannot assert pos- 
itively that we are committing 
ourselves to a particular type of 
war, but I am inclined to think 
that we are. Thus General Brad- 
ley testified before the Commit- 
tee: 

‘Finally, after studied apprais- 
al of the future security provi- 
sions for our country, the Joint 
Chiefs of Staff are in unanimous 
agreement that our strategy, in 
case. We are attacked, must rely 
on sufficient integrated forces of 
land, sea and air power to carry 
the war back to the aggressor, 
ultimately subjugating the sources 
of his military and _ industrial 
power. Plans for the common 
defense of the existing free world 
must provide for the security of 
western Europe without abandon- 
ing these countries to the terrors 
of another enemy occupation. 
Only upon that premise can na- 
tions closest to the frontiers be 
expected to stake their fortunes 
with ours in the common de- 
fense.’ ”’ 

This appears to contemplate 
a land war with Russia on the 
continent of Europe. It appears to 
contemplate later an _ invasion 
along the lines which Napoleon and 
Hitler found to be impossible. It 
implies that the nations which 
signed this pact expect us to send 


American troops to defend their 
frontiers. 

But it was only our military 
planners who discussed sending 


American land troops to Europe. 
Responsible officials of the gov- 
ernment absolutely repudiated 
any idea that the Atlantic Pact 
contemplated any such aid. If the 
President in his conference with 
Mr. Attlee, or Secretary Acheson 
at Brussels has undertaken to 
commit the United States to any 
such assistance before or during 
a war, they are usurping the 
authority given by law and their 


program should be submitted to 
Congress for consideration. The 
President has no power to agree 


to send American troops to fight 
in Europe in a war between the 
members of the Atlantic Pact and 
Soviet Russia. Without authority 
he involved us in the Korean War. 
Without authority he apparently 
is now adopting a similar policy 
in Europe. This matter must be 
debated and determined by Con- 
gress and by the people of this 
country if we are to maintain any 
of our constitutional freedoms. I 
note that, at his press conference 
yesterday, the President asserted 
that he had the right to send ad- 
ditional troops to Europe. Tech- 
nically, ef course, he can send 


troops to occupied Germany as 
long as the war status is in effect. 
But in fact no more troops are 
needed for the occupation of Ger- 
many. In fact, those already there 
are a heavy burden on the Ger- 
man people. Also, we hope that 
soon the war status may be ended 
by resolution. If the President 
has any technical right to send 
American troops to Europe, Con- 
gress, by resolution, such as the 
Coudert Resolution, or by restric- 
tion in the appropriation bill pro- 
viding the divisions required, may 
finally determine the policy to be 
pursued. 


My own views on the general 
policy of the Atlantic Pact were 
clearly stated in a speech which 
I made on the Senate floor on 
July 11, 1849, in ‘opposing the 
ratification of that treaty. It has 
now become an obligation of this 
country and the situation is there- 
fore somewhat changed. We have 
two divisions in Germany. If 
Russia attacks, we will be in the 
war. 

But I do not think we should 
force our assistance on nations 
which do not wish to arm them- 
selves. It do not think we should 
insist or even urge that the Euro- 
pean nations form a great inter- 
national army unless they request 
us to help them in that project. 
I do not think we should assume 
the leadership in the formation 
of a great international army by 
the appointment of an American 
Commander - in - Chief. General 
Eisenhower is going to Europe to 
look into the wisdom of this proj- 
ect, and I hope he explores every 
aspect of such a commitment. If 
we do so, we will be called upon 
constantly to increase our contri- 
butions to this army, and it will 
be very embarrassing to decline. 
On the other hand, if those na- 
tions really do desire to build up 
their own arms, and do so with 
our assistance, and if the time 
comes when they see the need of 
and demand a coordinated de- 
fense, and if it appears at that 
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time that that defense has a rea- 
sonable chance of success, I should 
not object to committing some 
limited number of American di- 
visions to work with them in the 
general spirit of the Atlantic Pact. 
Such a program, however, never 
ought to be a key point in our 
overall military strategy. And the 
initiative should be theirs and not 
ours. 


The course which we are pur- 
suing will make war more likely. 
If tnis great international force 
which we envision is gradually 
built up, the Russians for awhile 
will gradually increase their 
strength, but it seems obvious that 
if they think the Allies are gain- 
ing on them too rapidly, they can 
always begin the war. However 
defensive and pacific our inten- 
tions, to them the building up of 
this force must look like aggres- 
sion when it is completed. Some- 
one has invented the theory that 
the Russians have a particular 
time-table under which they were 
at one time looking to attack in 
1955, then in 1952 and now per- 
haps in 1951. I know of no evi- 
dence for any such conclusion. If 
they have an intention to attack, 
they will obviously attack before 
the Atlantic Pact forces are built 
up, and it will take at least three 
years to build them up. Why 
should they wait? it they nave no 
intention to attack, then we don’t 
need the armed forces, at least in 
such coordinated form and in such 
close proximity to Russia as to 
seem to threaten an attack. 

Furthermore, I am most con- 
cerned about the danger and dif- 
ficulty of committing our greatest 
efforts to a great land war on the 
continent of Europe against Rus- 
sia. either Napoteon nor Hitler 
were ever able finally to defeat 
Russia On land, although they had 
more men than we are now plan- 
ning, certainly in comparison to 
the number of Russians available. 
If we send to Europe or promise 
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Continued from page 19 


What Our Foreign 
Policy Should Be! 


to send within a few weeks of the 
beginning of the war, say a million 
and a haii men, there ts at least a 
reasonable chance that that army 
may be destroyed and may never 
return to this country. They will 
certainly be outnumbered. Their 
defense against Russian hordes 
apparently depends on the devel- 
opment of new weapons which are 
still untested. Even then a mod- 
ern war cannot be won by re- 
maining On the defensive, even 
behind a Maginot line of Ba- 
zaokas. 

Furthermore, do we not risk the 
loss of every man we send to 
Europe? If we have to spend 
$3 billion building air shelters in 
this country to protect our people 
against Russian atom bombs, then 
surely there is danger that the 
Russians can destroy all of the 
ports of the continent which we 
may be using. One atom bomb at 
Hungnan might have prevented 
the escape of every American sol- 
dier. They may prevent the land- 
ing of our troops, and the furnish- 
ing of adequate supplies. They 
may make even a Dunkirk impos- 
sible. 

(3) Is such a military policy 
possible for any period of years 
without inflation and the loss of 
liberty at home? 

I believe that it is possible for 
us to maintain our economy if we 
pursue the air and sea strategy I 
have outlined. Apparently 700,000 
men apiece for the navy and air 
force would provide a most pow- 
erful sea and air defense. I must 
admit I am guessing as to the fig- 
ures, but it is at least suggested in 
the hearings that $10,000,000,000 a 
year would take care of the cur- 
rent operations of these two forces 
plus about $10,000,000,000 a year 
in new equipment. This equip- 
ment bill might decrease after 
several years when the forces 
reach their full strength. To this 
$20,000,000,000 must be added an- 
other $20,000,000,000 for the army 
even if we hold that army to ap- 
proximately a million and a half 
men. The total expense of $40,- 
000,000,000 a year for military 
purposes plus domestic expendi- 
tures and aid to foreign nations 
might hold the entire expendi- 
tures of the Federal Government 
within $65,000,000,000. It is possi- 


ble, in my opinion, to develop 
taxes which will ultimately meet 
that bill. 

However, those who are think- 
ing of our policy in terms of an 
American army in Europe and a 
war there with Russia propose a 
much larger increase in the army. 
The program is entirely indefi- 
nite at this moment, but I have 
heard talk of having as many as 
4%, million men under arms, 
which would mean a land army 
of 3 million men. If we are go- 
ing to try to put a million and a 
half or 2 million men in Europe 
or available for transportation to 
Europe within a few weeks of 
Russian attack, this may not be 
unreasonable. But it would cer- 
tainly increase the armed forces 
bill by another $20,000,000,000 to 
$30,000,000,000 a year. That money 
would have to be borrowed and 
we would be perpetually on a def- 
icit basis. I do not believe it is 
possible to prevent inflation with 
an annual deficit of $20,000,000,000. 

Even with the smaller bill, 
price and wage controls will prob- 
ably be necessary and they may 
be effective to stabilize prices if 
we are balancing the budget, but 
even controls cannot prevent in- 
flation and decrease in the value 
of the dollar if we permit such a 
tremendous deficit through an in- 
crease in army expense. 

Furthermore, the larger the 
army with very little to do, the 
more difficult it will be to main- 
tain its morale. Before Pearl Har- 
bor, the morale of our army was 
exceedingly low, with frequent 
desertions and a complete lack of 
understanding of the necessity for 
keeping numbers of boys in camp. 
Russia could desire nothing more 
than an indefinite condition of 
economic weakness and inflation 
with millions of men taken out 
of productive work and the in- 
evitable dissatisfaction which will 
result in turning the United States 
into a garrison state. 

Incidentally, no matter what the 
program may be, there are certain 
principles which should be im- 
pressed on our army officials. Is 
it necessary for this country to 
provide from 60 to 70 thousand 
men in uniform and half as many 
more civilians in order to put a 
division of 18,000 men in the 
field? Every day industry is cre- 
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ating improvements to increase 
the efficiency per man of the 
American population. Every day 
our inventors are saving man- 
power. Isn’t the army wasting a 
vast amount of manpower in its 
operations? Does any other coun- 
try use as many men to get 
war power into the front lines? 
Couldn’t we provide twice as 
many divisions at the front with 
the same number of men? Every 
Senator hears daily, stories of the 
waste in army procurement and 
in the methods by which that pro- 
curement is carried out. This 
whole problem has become of in- 
finitely greater importance than 
it ever has been before, because 
we undoubtedly face a long period 
of heavy militarization. It should 
be made the subject of intensive 
study by men who have had some 
experience in industrial opera- 
tions. 

Under any program, the Ameri- 
can people are going to be called 
on for vast sacrifices. Nearly 
every boy of 19 is going to be 
drafted for two years’ military 
service. Tremendous taxes will be 
imposed which will reduce the in- 
come and standard of living of 
every American citizen. Surely, 
they have the right to insist upon 
a program as economical as it can 
be made to accomplish the pur- 
poses On which I hope we may all 
agree. 

The key to all the problems be- 
fore this Congress lies in the size 
of our military budget. That de- 
termines the taxes to be levied. 
It determines the number of boys 
to be drafted. It is likely to de- 
termine whether we can maintain 
a reasonably free system and the 
value of our dollar, or whether 
we are to be weakened by infla- 
tion and choked by government 
controls which inevitably tend to 
become more arbitrary and un- 
reasonable. 

(4) How shall we convince the 
people of the world that liberty 
is a better way of life than com- 
munism can ever be? Before the 
advent of communism the best 
method of showing the benefits of 
liberty was to set an example by 
Our own policies. Under a free 
system we have brought about in 
this country the greatest produc- 
tion, the greatest productivity per 
person, and the highest standard 
of living the world has ever seen. 
Generally speaking, we have suc- 
cessfully maintained liberty and 
equality for the individual. 

But communism has introduced 
a new spirit of aggression into the 
world. It has inspired fanatical 
zeal in its advocates. It has adopt- 
ed a combination of deceit, prop- 
aganda, and strong-arm methods, 
which has spread its control over 
hundreds of millions of men and 
over many countries. Now we are 
forced to use the same methods 
which communism has adopted, or 
be swept away. I have outlined 
the military preparation which I 
think necessary. I have supported 
aid to foreign countries in order 
that they might more successfully 
combat the attacks of communism. 
But I also believe we should 
adopt aggressive methods of prop- 
aganda. We have something to 
sell. Liberty has always been a 
more appealing philosophy to the 
people of the world than totali- 
tarian communism can ever be. 
We have to convince ourselves 
first that we really believe in 
the benefits of liberty, but if we 
do that we have all the argu- 
ments and all the results to point 
to. If we are sufficiently intelli- 
gent and understand the thinking 
of other people, we should be 
able to win the battle against 
communism in the minds of men. 

Finally, I believe we should use 


the same methods of infiltration 
as have the Russians. We need a 
much more effective intelligence 
force. We need to study the meth- 
ods by which those millions who 
yearn for liberty in satellite coun- 
tries may be organized to seize 


power wherever they have the 
support of their fellow citizens. 
We can back Chiang Kai-shek in 
his operations in China among the 
free Chinese and the underground. 
Today, as far as I can see, there 
is no central agency anywhere to 
organize the jiovers of freedom 
throughout the world, and keep in 
communication with them and 
their programs. There is no plan 
and no program in this field ex- 
cept the limited propaganda of 
the Voice of America. 


Conclusion 

The threat of communism is 
real. Those who are directing its 
affairs are brilliant and unprin- 
cipled. America must be _ the 
leader in the battle to prevent the 
spread of communism and pre- 
serve the liberty of the world. In 
the field of military operations, 
our strongest position is in the 
air and on the sea, and we should 
not attempt to be also a control- 
ling power on the land. We should 
not be a military aggressor or 
give the impression of military 
aggression or incite a war which 
might otherwise never occur. Op- 
erations on the continents of Eur- 
ope and Asia, if any, should be 
undertaken only with the greatest 
care and under careful limitation. 
We must not so extend ourselves 
as to threaten economic collapse 
or inflation, for a productive and 
free America is the last bastion 
of liberty. 

And finally the policy we adopt 
must be approved by Congress 
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and the people after full and free 
discussion. The commitment of a 
land army to Europe is a program 
never approved by Congress into 
which we should not drift. The 
policy of secret executive agree- 
ments has brought us to danger 
and disaster. It threatens the lib- 
erties of our people. 


Halsey, Stuart Offers 
Chic.. Ind. & L. Gifs. 


Halsey, Stuart & Co. Inc. on 
Jan, 4 publicly offered $1,200,000 
of Chicago, Indianapolis & Louis- 
ville Ry. 2°4% equipment trust 
certificates at prices to yield from 
1.90% to 2.95%, according to ma- 
turity. They will mature annually 
March 1, 1952 to 1966, inclusive. 

Issued under the Philadelphia 
Plan, the certificates will be se- 
cured by new standard gauge rail- 
road equipment estimated to cost 
approximately $1,550,000. 

The certificates were awarded 
to the bankers at competitive sale 
on Jan. 3 on their bid of 99.159. 


Eldredge Cgo. Sales 
Mer. for Reynolds 


CHICAGO, I1l.—Charles H. El- 
dredge has been appointed sales 
manager of Reynolds & Co. in 
their Chicago office, 208 South La 
Salle Street, John G. White, resi- 
dent partner, has announced. 
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The world is in a pretty sorry state right now, but talking 
about it with your customers will not help you to do business. 
Most people do not need much urging to start talking in a pessi- 
mistic vein about the future. As soon as they begin to think along 
these lines your opportunities for selling securities are practi- 
cally nil. 

The next time someone starts to talk about the Korean situa- 
tion, the national debt, high taxes, or why should anyone try to 
plan for the future, take the conversation out of this rut as soon 
as possible, It can be done in a tactful way simply by saying, 
“You are certainly right, things don’t look too bright, but what 
do you say we talk about this from another angle? Possibly, we 
will look at this much differently five or ten years from now—our 
country is still mignty strong compared with most other nations. 
You know that we have been through some hard times in the 
past— it is just possible that if we could buttonhole one of our 
Congressmen and teil him what is on our minds it might do some 
good. But I think you’ll agree with me that talking to each other 
won’t help very much.” Then change the subject—you'll find that 
it won’t be difficult, and in fact, the person to whom you have 
been talking may even feel relieved. 

The uncertainties of the present day can be used to advantage, 
if a salesman only looks behind the motives that prompt his pros- 
pect to express his doubts and uncertainties. When conditions are 
confused, and the outlook for business and securities is as clouded 
as it is at present, this is the time to talk diversification. What is 
the only answer when no one knows where safety lies? Isn’t it in 
the age-old, time tested, and soundly conceived plan which pro- 
vides for spreading risk? This is the sort of situation that is just 
made to order for the security salesman who can exploit the un- 
certainties of today, and offer a well balanced program of invest- 
ment. It is certainly an ideal time to stress the advantages of 
Mutual Fund diversification. I sometimes think we do not stress 
the importance of spreading risk as we should. 

When your prospect says, “I just don’t know what lies ahead, I 
can’t see through the fog;” isn’t it better to offer him a solution to 
his problem, rather than commiserate with him? There is an 
answer to every financial problem. Isn’t it better to ask, “Let’s 
find out where you stand, Mr. Investor. Let us check up and see 
if you are holding some stocks that could be hurt by priorities, 
allocations, or higher taxes. Possibly you have some investments 
that can be improved—either from an income or an appreciation 
standpoint?” When you start talking along these lines you are do- 
ing something positive. Unless you do take the initiative you will 
find out that your customer will not make any investments, or 
changes in his portfolio, regardless of whether or not such a course 
would be of benefit to him. 

Coming back to fundamentals, the main reason people do busi- 
ness with you is that they believe that you can help them solve a 
problem. If you follow the lines of least resistance and talk about 
the things that are worrying them, you offer no solutions. 

It is only when you reach back behind the other man’s con- 
versation and discover the one main issue in which he is inter- 
ested, that you will be able to convert interviews into sales, When 
you show him how he can solve a problem the rest just follows 
naturally—you must do business. 

Instead of war — sell diversification. 
Instead of deficit financing on the part of the 
government — sell good stocks as inflation hedges. 
Instead of taxes — sell portfolio assistance 
that helps reduce them. 
Instead of fear — sell hope and confidence! 
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Direct Placement of Securities 


change? Certainly it would be 
logical to expect a change in (4), 
likewise in (3), and to some ex- 
tent in (1). Direct placement re- 
flected these changed needs and 
functions. On the other hand con- 
sider the fields where these 
changed conditions do not apply— 
where the small investor has an 
interest and in which his buying 
power is important—such as for 
example, municipal bonds and 
stocks, particularly common stocks 
—here direct placement is at a 
minimum and the underwriter is 
important in all four functions. 

At this point it is worthwhile 
to note that one of the above 
conditions has changed since the 
thirties; the thirties were char- 
acterized primarily by financing 
for refunding purposes with total 
corporate debt declining. Since 
1945, however, large scale financ- 
ing for new capital needs has 
taken place and long-term cor- 
porate debt has increased sharply. 
That direct placement has _ in- 
creased in importance during this 
latter period is evidence of its 
fundamental importance. 

So long as conditions approxi- 
mating those now present con- 
tinue, it is logical to expect that 
the system of distribution of in- 
vestment quality bonds will con- 
tinue to circumvent at least in 
part those functions of the under- 
writer which are no longer as 
economically necessary as they 
once were under different condi- 
tions. Whether or not direct place- 
ments as they are defined in this 
paper constitute the ultimate 
answer to the changed conditions 
is a moot question; but some 
change along these lines was 
definitely indicated. Merely to 
change the law to require regis- 
tration of all larger direct place- 
ments would not alter these eco- 
nomic forces; such a change in the 
law would, however, reduce the 
flotation cost advantage of direct 
placement, and reduce certain 
other advantages of direct place- 
ment. The net effect of such a 
change in the law, in my opinion, 
would be to curtail the volume 
of direct placements, but probably 
not seriously so. 


The Large Company Versus the 
Small Company in Direct 
Placements 


An opinion held in many quar- 
ters and often voiced in Congres- 
sional hearings is that direct piace- 
ments benefit the giant corpora- 
tions and that they are not avail- 
able to the ‘small borrower, who 
is elbowed aside. Nothing is fur- 
ther from the truth. The fact of 
the matter is that the small bor- 
rower derives far greater ad- 
vantage from direct placement of 
securities than does the larger 
borrower. Consider the position of 
the small relatively unknown 
company which nevertheless is a 
sound long-term credit risk. What 
are its alternatives when _ it 
wishes to raise money? Equity 
money is difficult to raise, and ex- 
tremely costly. This problem is so 
much treated elsewhere that it 
need not be considered further 
here. As to debt financing, the 
borrower can go to his bank and 
get a commercial bank loan pay- 
able on demand in 60 or 90 days 
or a year; such financing is not 
at all suited to his need for capi- 
tal investment which is of a long- 
term nature. Such financing is as 
a matter of fact very dangerous 
to him: the bank’s lending policy 
may change and change suddenly 
as a result either of changed local 
conditions or a change in condi- 
tions beyond their control such as 
Federal Reserve policy. This may 
cause the bank to call in the loan, 
or curtail any additional lending, 
and the businessman finds all his 
plans upset; if he has used the 
money for fixed asset investment, 


used it to finance an increased 
sales valume, he may find it nec- 
essary to drastically curtail sales 
with resulting possible losses. A 
businessman can never safely plan 
over the longer term if he is re- 
lying on the continuing availabil- 
ity of short-term bank money. In 
some cases the businessman may 
secure a term loan from his bank, 
repayable over a period of five 
years. This represents a heavy re- 
payment and in the event of poor 
business conditions may cause him 
to default. Moreover, the avail- 
ability of such term credit depends 
in great degree upon the avail- 
ability to the bank of regular 
short-term commercial loans, 
which are and should be the basic 
instrument for commercial bank 
lending. Thus, if plenty of com- 
mercial loans are available, little 
or no term money will be avail- 
able from the banks, and this is 
the situation which is apt to pre- 
vail when there is great need on 
the part of the small business for 
new money. 

What then about a public of- 
fering of the bonds of such a 
business? In the first place, this 
may not be a real alternative, for 
no underwriter may be interested 
in his small issue; secondly, if he 
can find an underwriter, the cost 
of a public offering will be very 
high, often prohibitively so. And 
the smaller the issue, the higher 
will be the percentage cost of 
public distribution. The two tables 
(Nos. VII and VIII) below will 
illustrate this point. 

These tables contain data 
covering approximately 90% of 
the securities offered for cash sale 
to the public through investment 
bankers, The first important point 
to note is that there were only 
two bond issues under $500,000 
and only eight under $1,000,000. 
This in itself is an indication that 
the public market is not a real 
alternative for the small borrower 
or the small issue. Secondly, itcanbe 
seen that for the six issues between 
$500,000 and $1,000,000 the cost of 
flotation amounted to 8.68% of the 
gross proceeds. This is a very high 
cost indeed; translated into in- 
terest rate cost, it would mean 
that a small issue which might 
command a rate of 4.00% from the 
investing public would actualiy 
cost the borrowing company some- 
where in excess of 5.00%, or an 
increase of over 25% in his effec- 
tive interest cost. Compare this to 
the situation at the other extreme 
in size; namely, issues $50,000,000 
and over where the total cost of 
flotation amounts to only 1.04% as 
against the 8.68%. When trans- 
lated into interest cost on a typi- 
cal issue of this size it would mean 
that an issue which would com- 
mand a 3.00% rate from the in- 
vesting public would cost the bor- 
rower approximetely 3.06%. Thus, 
the additional effective interest 
cost to the small borrower was ap- 
proximately 1.12%, as against 
0.06% for the large borrower. This 
is a striking difference. 

In the face of this high cost of 
public offering for the small bor- 
rower and the small issue, it 
would be logical to expect the 
small borrower to turn a hopeful 
glance toward direct placement in 
the hope of securing necessary fi- 
nancing on a basis suited to his 
needs. 


What would a small issue like 
this cost the borrower in the way 
of flotation expenses if he were 
to sell it directly. Unfortunately, 
no statistics are available on this 
subject. From my own experience, 
however, I have seen issues of 
$500,000 or less which have been 
floated directly at a cost as low 
as 42 of 1%, and I have seen such 
issues placed at a cost as high as 
2%. Undoubtedly, in some in- 
stances the costs may have been 
higher than this. But in any event 


he may face bankruptcy; if*he lids do not -think that it: can be 
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seriously questioned that direct 
placement drastically reduces the 
cost of flotation of a small issue 
when compared to a public offer- 
ing. This is definitely not true in 
the case of the very large issue; in 
the example cited above if all the 
costs of public flotation were to 
be saved by direct placement, it 
would only have saved 0.06% on 
the interest cost, and the actual 
theoretical saving is nearer 0.03%. 


What then is the statistical 
evidence to support the above 
conclusions? There is certain evi- 
dence available. In the first place, 
based upon the study of Ebasco 
Services entitled ““Anlysis of Pub- 
lic Utility Financing—1949,” we 
made a tabulation (see table IX) 
of the public utility bond issues 
offered in 1949 by size of issue 
and method of distribution which 
reveals that all of the small issues 
go directly, and as the size of the 
issue increases a larger and larger 
percentage goes through the com- 
petitive bidding process. Thus, for 
issues $1,000,000 or less, 100% 
went directly; whereas for issues 
of $10,000,000 and over only 22% 
of the number went direct. If dol- 
lar volume is considered the same 
results are shown; of the total 
dollar volume of all issues $1,- 
000,000 or less 100% was placed 
directly; this percentage declines 
steadily with the increase in size 
of issue, and with those over $10,- 
000,000 only 17% of the total vol- 
ume went directly. 


These statistics are subject to 
justifiable criticism in that many 
public utilities are forced to go 
competitive either by the SEC 
under the Holding Company Act, 
or by their state public utility 
commission. Nevertheless, an 
analysis of offerings reveals that 
there are a substantial number 
of instances in which the bor- 
rower is free to choose the method 
of distribution, and if the issue is 
small he tends to prefer direct 
placement, and if it is large he 
tends to favor competitive bid- 
ding. 

Let us now turn to industrial 
and miscellaneous corporations 
where management has complete 
discretion. One of the best sources 
is the study made in 1948 and 
1949 by E. V. Hale & Co. Table 
X below, taken from this study 
for 1949, shows the distribution 
of direct placement loans by size 
of issue. According to this study, 
somewhat over one-fourth of the 
number of loans made were for 
amounts less than $500,000; 45% 
for amounts less than $1,000,000; 
more than _ three-quarters for 
amounts under $3,000,000 and over 
80% under $5,000,000. When ref- 
erence is made to volume as might 
be expected in view of the pre- 
dominance of the large size cor- 
poration in our corporate struc- 
ture, the picture is different. Al- 
though, accounting for less than 
20% of the number of issues, is- 
sues over $5,000,000 accounted for 
about 77% of the total volume. 

These figures clearly demon- 
strate that the small company has 
taken very extensive advantage 
of the direct placement method of 
floating its debt securities. On the 
other hand when reference is 
made to industrial securities of 
small size floated publicly, they 
are almost nonexistent. For ex- 
ample, in the SEC study of “Cost 
of Flotation for the Years 1945- 
1947,” there were included only 
two issues under $500,000, only 
eight issues below $1,000,000. Con- 
trast these figures with the 156 
direct placement issues below 
$1,000,000 in the single year 1949, 
and 223 such loans in 1948. 

Figures given by Donald B. 
Woodward in his testimony in 
December, 1949, before the O’Ma- 
honey subcommittee, and prepared 
by the Life Insurance Association 
of America, likewise confirm 
these findings. 

This table (No. XI) brings out 
the fact that of the total number 
of industrial and miscellaneous 
direct placements made by these 
17 insurance companies in 1948, 


187 or 37% of the total were made 
to companies having less than 
$10,000,000 in assets, whereas only 
one issue purchased publicly fell 
into the category. On the other 
hand, less than one-quarter of the 
number of issues purchased di- 
rectly were to companies having 
$50,000,000 or more in assets, 
where as over 70% of those issues 
purchased publicly were in this 
category. 

Thus, in my opinion, it may be 
safely concluded: 

(1) That the method of direct 
placement of debt securities has 
been of great benefit to the small 
borrower; 

(2) That he has tended to take 
substantial advantage of this 
method of financing; and 

(3) That he derives greater 
benefit from it than the larger 
corporations. 


The Large Borrower and Direct 
Placement 


So much then for the small 
borrower. It has already been in- 
dicated that the large borrower 
derives less of an advantage from 
direct placement than the small 
borrower. However, he must still 
consider that it is advantageous 
for the alternative of a public 
offering is definitely available to 
him. What then are the reasons 
for his placing so many of his 
securities directly? There are a 
number of such reasons which 
have been offered from time to 
time; let us take a look at some 
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of them. We have already dealt 
with the fallacy of the argument 
that direct placements take place 
to avoid the cost of registration; 
other aspects of registration, how- 
ever, are at times of importance 
in determining whether an issue 
is placed publicly or directly. For 
example, registration is qa time- 
consuming process occupying pos- 
sibly two months from the initial 
planning of an issue to final sale. 
Consequently, when speed is of 
the essence to meet a certain tim- 
ing date, direct piacement has a 
considerable advantage. 

Likewise, when there is any 
uncertainty as to market condi- 
tions, direct placement also has 
a very distinct advantage over 
public offering; this is because at 
the conclusion of negotiations of 
terms the institution or institu- 
tions taking a direct placement 
can and will give a firm commit- 
ment, whereas in the case of the 
public offering the underwriter 
will not usually make a commit- 
ment as to price until two or 
three days before the actual of- 
fering, Consequently, an adverse 
trend in the market between the 
time of the conclusion of negotia- 
tion and the actual offering, after 
the 20-day period, will result in 
a higher interest cost to the bor- 
rower. This is a risk to which the 
borrower is not exposed in a di- 
rect placement. 

The direct negotiation between 
the borrower and the lender af- 
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FIDELITY-PHILADELPHIA 
TRUST COMPANY 


Organized 1866 


Statement of Condition December 31, 1950 


ASS 


Cash and Due from Banks 


U.S. Government Securities . 


State, County and Manicipal Securities . 


Other Securities . s ee eg 
Stock of Federal Reserve Bank 
Loans, less Reserve 
Mortgages ... . 


Investment in Fidelity Building Corporation 
Branch Office and other Real Estate . 


Vaults, Furniture and Fixtures 
Accrued Interest Receivable 


Prepaid Taxes and Expenses . «1. ss « 


Gi Gee tw 
Total Assets .... 


ETS 
. + $ 51,588,401.08 


53,522,189.02 
18,029,994.62 
a ar 14,885,251.50 
oim. « 600,000.00 
85,795,706.56 
35,407,055.47 
2,689,117.48 
‘ 1.00 
‘ 402,116.57 
853,503.30 
100,582.16 
$4,654.69 


$229, 754,532.85 
————SSSSSSS==3 


. . . . . 


i a. oe 





LIABILITIES 


Deposits 
U.S. Treasury 2.313. $ 
Other Deposits 


198.007 ,035.41 


2,645,022.58 


200,6052,057.7 





Unearned Discount . 
Other Liabilities nas 
Reserve for Interest, Taxes, etc. 
Total Liabilities . 
Reserve for Contingencies . 
Capital Funds 
es b's OS 


Surplus. 


Undivided Profits . . 


ce De. Goce. ee 


594,142.98 
217,458.68 
816,661.66 
$202,020,501.05 


2,000,000.00 





$ 6,700,000.00 


13,3500,000.00 
5,754.231.80 





Total Capital Funds . 
Total Liabilities, 


Reserve and Capital Funds. . 


25,754,251.80 





$229,754.552.85 


——————————_—_—_—_—_—_—= 
United States Government obligations and other securities earried in the abov: 
statement are pledged to secure Government, State and Municipal deposits, 
Clearing House Exchanges and for fiduciary purposes as required by law inthe 


sum of $30,371,381.34. 


HOWARD C. PETERSEN, President 
BROAD AND WALNUT STREETS, PHILADELPHIA 9 


Member Federal Reserve System 


Member Federal Deposit Insurance Corporation 
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Hemphill, Noyes Firm 
Admits Two Partners 


i 3 Pr, 


William G. Maioncy Lawrence M. Stevens 


The admissions of William G. 
Maloney and Lawrence M. Stevens 
4s general partners of Hemphill, 
Noyes, Graham, Parsons & Co., 
15 Broad Street, New York City, 
members of the New York Stock 
Exchange, has been announced. 
Mr. Maloney became associated 
with Hemphill, Noyes & Co. in 
1939 and has been manager of the 
firm’s buying department for the 
past four vears. 

Mr. Stevens 
with Graham, Parsons 
1942. In 1949, at the time of 
the consolidation into Hemphill, 
Noyes, Graham, Parsons & Co., he 
became co-manager of the Phila- 
delphia office. He will be the res- 
ident partner in Philadelphia. 

Admission of the new partners 
was previously reported in the 
“Chronicle” of Dec. 28. 


Rober! B. Menschel 
Opens Own Office 


Robert B. Menschel has been 
imitted to membership in the 
‘Jew York Stock Exchange. Mr. 
*‘fenschel will make his office at 
ff. W. Goldsmith & Co., 50 Broad- 

ay, New York City. Before be- 
coming a member of the Stock 
xchange he was active in devel- 
‘ping broader knowledge and 
familiarity of the securities mar- 
ets by college students and the 
general public through “Invest- 
ment Week” exhibits which he 
‘ponsored, 


C. F. Cassell Co. Adds 

CHARLOTTHSVILILE, Va.—cC. 
#. Cassell & Co., Inc., 114 Third 
street, N. E., announces that Lee 
A. Everhart, formerly with the 
Winston-Salem, N. C., office of 
Harris, Upham & Co., is now 
ssociated with them in their 
Charlottesville office. 


associated 
& Co. in 


became 





U. S. 
TREASURY 
STATE and 
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SECURITIES 
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AUBREY G. LANSTON 
& Co. 


INCORPORATED 
15 Broad Street 
NEW YORK 5 
| WhHitehall 3-1200 
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45 Milk Street 
BOSTON 9 
HAncock 6-6463 
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= By JOHN T. CHIPPENDALE, JR. 


The government market made the turn into the new year with 
an improved tone in spite of the notice by the monetary authorities 
that more bank funds would be tied up in the form of larger re- 
serve requirements. The actuality so far has had no ill effects 
upon Treasury obligations to speak of, because the commercial 
banks have been carrying on for many months now with the be- 
lief that reserve requirements would be upped eventually. Be- 
cause the deposit institutions know where they stand for a period 
of time at least, there has been quite a bit more activity among 
these banks in the market, a good part of which has come about 
through switches and swaps. 

The improved position of the government seems to be due 
in no small measure to the opinion which appears to be growing 
that better days are ahead for Treasury obligations. The partially- 
exempts, the longer maturities, especially, and the Vics have been 
getting most of the attention in a market which has expanded in 
volume and activity. 


Banks Conditioned for Reserve Increase 

Despite increased reserve requirements the tenor of the gov- 
ernment market is favorable because the action of the montary 
authorities seem to have been pretty well discounted. Member 
banks have been preparing for the larger reserves for some time 
and the first part of the changeover has been made without impor- 
tant developments. Although money has not been easy and there 
has been liquidation of the short- and intermediate-term maturi- 
ties, there has also been more than a passing amount of selective 
buying in the middle and more distant eligible obligations. There 
are quite a number of commercial banks with savings deposits 
that have been taking on the recently offered 1%4s, and these pur- 
chases are being made without having to reach for them since 
the supply has been ample enough. Federal, it is reported, is still 
supporting the December, 1955s, but this condition is not expected 
to last too much longer, because more buyers are being attracted 
to the 1°%1s with each passing day. 


Partial! Exempts in Demand 

The partially-exempts continue to be in demand, and this re- 
flects to some extent the buying which has been going on in a 
sizable way in the fully exempt (non-Treasury) obligations. The 
acquisition of the tax-protected governments is being done by not 
only the large deposit banks, but. also by many of the medium- 
sized institutions, which has made the competition rather keen. 
The last four maturities, as usual, are the favored issues, with the 
1960/65s the bellwether of the group, The 2%s have been well 
taken and there has been considerable activity in this obligation 
because the supply has been larger than in the 2%4s. It was re- 
ported that an operation was recently consummated with a couple 
of large non-bank investors which brought an important amount 
of the °58/63s and the ’60/65s into the market for absorption by 
some of the big commercial banks. 


Ineligibles Attract More Interest 
The ineligibles have been giving a better account of them- 
selves recently and the fact that the Vics have been able to get 
off the ‘“‘floor” is an indication that a considerable amount of these 
bonds are going into strong hands. Insurance company and sav- 
ings bank liquidation of the taps has subsided, but there are no 
assurances yet that selling by these institutions will not break out 
again. Nonetheless, there seems to be a more general feeling among 
buyers of the restricted obligations that these securities are now 
in an attractive area and this has brought into the market larger 
orders than had been expected in some quarters. It was believed 
that scale buying would be done in the taps, but in much smaller 
amounts than have been appearing. Purchases have been all along 
the list from the 244s through to the Vics. Pension funds appear 
to be the largest taker of the taps with the longest maturities the 
principal acquisitions. There has been buying in the shorter taps, 
the middie maturities and the longs, by trust accounts, fire and 

casualty companies as well as charitable institutions. 


Long Non-Bank 3% Issue Not Imminent 

Although there has been quite a bit of talk about a long-term 
Treasury 3% issue, which should be sold to non-bank investors, 
mainly life insurance companies and savings banks, nothing of the 
sort is under consideration, according to informed followers of the 
money markets. While the Treasury is more than desirous of sell- 
ing issues to non-bank investors, in order to combat the infla- 
tionary forces, it will be some time yet before there will be need 
to finance a deficit. A great many things can happen in the next 
six months and if the controls which have been put into effect and 
others, which will no doubt be enacted, accomplish at least a part 
of what is expected of them, there should be no great need for 
higher coupon long-term Treasuries for non-bank investors. If 
there might be a larger coupon than 24%2%, such as a 2%4%, for 
instance, the maturity will most likely be long enough to have 
no material effect upon the outstanding 2's. 


Henry R. Schmitt 


Henry R. Schmitt, manager of 
the trading department of Pulis, 
Dowling & Co., New York City, 
for the past ten years, passed 
away suddenly on Jan. 1 at the 
age of 53. Mr. Schmitt was a 
member of the Wall Street Post 
of the American Legion and was 
active in the Security Traders 
Association of New York. 


Weekly Firm Changes 


changes: 


Asiel & Co., 
partner Dec. 31. 


Scott & Co. Dec. 31. 


New York Stock Exchange 
The New York Stock Exchange 
has announced the following firm 


Morris Weil, general partner in 
became a limited 


William T. Carter retired from 
partnership in Montgomery, 
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Direct Placement of Securities 


fords the opportunity for the bor- 
rower to secure terms “tailor- 
made” to his needs. Furthermore, 
he can experiment with terms 
which he teels he needs in the 
negotiation process without im- 
pairing tne success of his offering, 
whereas in the process of public 
offering, if he wishes some un- 
usual provision in the inden- 
ture, he has to commit him- 
self to it definitely in advance, 
and it may cause the issue 
to be a failure in the market place. 
Undoubtedly, in certain unusual 
cases, this ability to bargain di- 
rectly and to obtain “tailor-made” 
terms is important, but in the 
majority of cases it would not 
seem to be of great importance, 
especially as the insurance com- 
pany likewise, and with more 
reason, feels that “tailor-made” 
terms redound to its benefit. 
Still another reason for cor- 
porate management to choose di- 
rect placement, and a very real 
reason, is that this method of dis- 
tribution is particularly adapted 
to situations which have some fea- 
ture or features about them which 
are not readily understandable by 
the general public, or which are 
more or less special situations off 
the beaten path. Such features 
are much more easily explained 
to one or a few sophisticated in- 
vestors than to the general mar- 
ket. Ccnsequently, the risk mar- 
gin which will have to be allowed 
in a public issue of this type may 
be considerably larger than nec- 
essary in a direct placement. Is- 
sues of the type of Shell Carib- 
bean Oil, involving complicated 
problems of international ex- 
change, are a good example, as 


are issues such as the Kaiser Steel, 


and the Labrador Ore issues 
which hinge primarily upon the 
engineer’s revort as to economy 
of the operation and its ability to 
operate profitably in the future. 

Another type issue in which 
direct placement has a distinct 
advantage is the construction 
project, where funds are advanced 
before construction is begun. as in 
the case of oil and gas pipe lines, 
bridges, toll highways, etc., and 
where a commitment to loan funds 
may extend over a period of two 
or three years in the future. Thus. 
it will be found that almost all of 
the new natural gas pipe lines 
construction projects were _ ini- 
tially financed directly. 

Another factor of importance to 
the borrower is the close relation- 
ship between the lender and bor- 
rower, and the consequent ability 
of the management to sit down 
with the lender at any time and 
discuss his problems. Thus, if the 
borrower's requirements necessi- 
tate a change in some indenture 
provision and it is a change which 
is justifiable in terms of the wel- 
fare of the business and the safety 
of the investment, such a change 
can be quickly and expeditiously 
made with relatively little cost 
and inconvenience to the _ bor- 
rower. Such is not the case, how- 
ever, in a publicly distributed 
bond issue where the securing of 
assents is a costly and time con- 
suming process, and where often 
the issue will have to be called 
and a new one floated. 


Relative Interest Cest of Direct 
Placements to the Large 
Borrower 


What about the relative cost of 
the two methods, direct versus 
public offerings? Is direct place- 
ment the more _ economical 
method? It is definitely true that 
the cost of flotation of securities 
publicly is considerably greater 
than in direct placement. There 
can be no argument about this 
fact. The saving. as has already 
been pointed out, is greatest for 
the small companies and the small 
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less as the size of the company 
and the size of the issue increases. 
Nevertheless, this is not the im- 
portant thing; what really should 
matter to the borrower is the cost 
of his borrowed money, not 
merely the cost of floating the 
issue. Thus, he may be penny 
wise and pound foolish if he pays 
too much attention to saving $50,- 
000 in flotation expenses by direct 
placement and on the other hand, 
incurs an interest burden $100,- 
000 greater than he would have 
if he had sold the bonds publicly. 
It has often been stated that in 
the case of direct placements, the 
area of bargaining between the 
borrower and the lender would 
take place within the range of the 
flotation cost saving that can be 
realized by direct placement. 
Thus, the yield to the lender 
would be greater than the yield 
which it could obtain on a sim- 
ilar issue offered publicly by some 
fraction of the saving caused by 
direct placement. In other words, 
the saving would be split in some 
fashion between the lender and 
the borrower. 


Let us then examine this ques- 
tion, first by attempting to meas- 
ure this area of savings, and sec- 
ordly, it determine whether in 
actuality the bargaining is con- 
fined to this area. 

Corey, in his recent article in 
the “Harvard Business Review,” 
cites an example of the compara- 
tive cost of direct placement and 
competitive bidding for a $12,- 
000,000 issue of Idaho Power 
bonds. Total costs for competitive 
bidding were $109,550, as against 
$39,850 for direct placement, a 
saving of approximately $70,000. 
This saving, expressed as a per- 
centage of the principal, amounted 
to 0.58%. This saving on a 30- 
year, 3% bond would have re- 
duced the effective interest cost to 
Idaho Power by approximately 
three basis points, say from 3.00% 
to 2.97%. if in negotiation it was 
successful in obtaining for itself 
100% of the benefits of the sav- 
ing, and more important still, if it 
were certain of getting as good a 
basic bid as 3.00% in direct place- 
ment. 

Another computation of esti- 
mated expenses, direct placement 
versus competitive bidding for a 
utility bond issue of $8,000,000 
was made recently by a well 
known organization in the utility 
field. This computation is given in 
Table XII below, and shows a 
cost for public offering of $105,- 
000 against $54,000 for a private 
offering, a saving of $51,000 in 
favor of direct piacement, or 
0.64% of the principal amount. 
Again on a 30-year bond this sav- 
ing would reduce the _ interest 
yield to the borrower by approxi- 
mately three yield basis points— 
i.e., 0.03%. 

In addition, data are available 
concerning the issuance expenses 
for 12 utility issues totaling $39,- 
680,000 which were sold directly 
with the permission of the FPC. 
The total issuance cost for these 
12 issues was $269,868 or approxi- 
mately 0.68% of the principal 
amount. The indicated savings as 
against public offerings of these 
issues would be in line with those 
indicated in the previous exam- 
ples, i.e., a basis point differential 
in the neighborhood of 0.03-0.04% 
in interest cost. 

In the case of industrial issues 
reliable data are even scarcer than 
in the case of utility bonds. In 
1949, data are available for one 
very large industrial issue which 
indicates a total saving in terms of 
yield basis points of approxi- 
mately 0.05%. 

The Securities and Exchange 
Commission now has under way a 
study of the comparative flota- 
tion costs of direct placements as 
against public offerings, by size 








of issue, and by industry. This 
will fill a much needed gap in 
direct placement statistics. 


Based upon data available at 
this time, it is probable that in 
the case of large issues the total 
saving in the cost of flotation by 
direct placement ranges between 
three and six yield basis points, 
and in most cases, would be 
nearer three than six. 


Now what about the bargaining 
process between the borrower 
and lender in direct placement? 
Will it tend to be confined to this 
narrow area of savings? There 
can be no assurance that such will 
be the case, unless one assumes a 
perfectly competitive market in 
direct placements. In the case 
where the lender and the bor- 
rower negotiate without any in- 
termediary, such as an investment 
banker or broker, the advantage 
in such bargaining would seem to 
lie on the side of the lender. The 
investment department of the 
large institutional lender deals in 
relative interest cost and market 
yields every day of the year and 
knows the market thoroughly; the 
large corporate borrower, on the 
other hand, may not know the 
market as well, for he may have 
occasion to come into the market 
for a bond issue very infrequently. 
Secondly, if the borrower is deal- 
ing with only one or two insur- 
ance companies, he is dealing 
only with one segment of the 
market, which may or may not be 
typical of the whole market. For 
example, one company because of 
its mortgage investment policy 
might be committed well ahead, 
and, therefore, might be in a very 
good bargaining position as re- 
gards the interest rate on cor- 
porate issues; this might not be 
at all true of another company. 
Likewise, one company may dif- 
fer considerably from another in 
its investment regard for a cer- 
tain type of industry. Thirdly, ex- 
cept in the case of the very best 
issues, there is always something 
Jess attractive about an_ issue 
which has been turned down by 
one or more companies, so that 
the companies to which the issue 
is first submitted have a certain 
bargaining edge. This _ factor 
varies considerably in importance, 
but in some cases can be a sig- 
nificant factor in the bargaining 
process. 

There is thus some reason to 
believe that in the process of di- 
rect negotiation, the basic interest 
cost arrived at, without reference 
to the savings effected by direct 
placement, may depart from the 
price which would be arrived at 
in a fully competitive market. 

Where the borrower employs an 
investment banking institution to 
advise him concerning the terms 


of the issue in negotiation, the 
bargaining process approaches 
nearer the competitive market, 


but it will, to a great extent, de- 
pend upon the capabilities and 
diligence of the investment bank- 
ing firm. This case is not much 
different from the position of bar- 
gaining between the borrower and 
the underwriter in a negotiated 
public offering of securities. In 
both cases there may be deviation 
from fully competitive results. 


It would thus seem unusual if 
the bargaining process in direct 
placements were able to keep 
within a tolerance of the public 
offering price plus 0.03-0.06%. 

Let us now look to what evi- 
dence there is concerning the rela- 
tive yields of direct placements 
versus public offerings. By the 
very nature of the case, there is 
not a great deal of evidence avail- 
able, and what there is available 
may not be conclusive. For truly 
exact comparison, we would need 
to have the direct placement price 
and the public offering price for 
the identical issue at the same 
time. Unfortunately, data such as 
this does not exist, and, therefore, 
an element of judgment must 
necessarily enter the picture. 


Nevertheless, in the public utility 
field there are a number of cases 


where an issue was negotiated di- 
rectly and application was made 
for exemption from competitive 
bidding which was denied and 
the issue therefore was sold com- 
petitively. Here, we are treating 
with the identical security, but the 
time of the negotiated price and 
the competitive price are differ- 
ent. Nevertheless, we can allow 
approximately for this difference 
in time by referring to the be- 
havior of a market index of yields 
of similar quality bonds in the 
interval between the negotiated 
bid and the competitive bid. In 
recent years, wWle.e nave veen au 
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least nine such instances involv- 
ing $190,700,000 principal amount. 
On each of these nine issues, the 
competitive bid resulted in the 
lowest yield cost to the borrower, 
after taking into consideration the 
lower flotation cost of the direct 
placement. The total net savings 
in interest cost to the borrower 
for these nine issues amounted to 
approximately $9,200,000, or 
48% of the principal amount of 
the bonds. Treating these nine 
issues for illustrative purposes as 
one 30-year, 3% bond, the follow- 
ing would be approximately the 
comparative yields and costs: 


Basic bid—i.e. price to public, or in- 


surance company 


Underwriting commissions & discounts 


Expenses 


Total true interest cost to borrower 





Competitive Direct 
Bidding Placement 
= 4 liana 3.00% 3.196 
.037 ee 
<i taeda .035 .024* 
3.072% 3.22 


*Finder’s fee included in expenses. 


In this example, theoretically 
the negotiation snould have taken 
piaee in the range of 3.00%, the 
competitive rate, and 3.06%, 0.06% 
being the saving resulting by low- 
er flotation costs in the direct 
placement. Actually, however, the 
direct placement negotiation re- 
sulted in a basic bid which was 
almost 20 basis points higher than 
the competitive bid, as against a 
flotation cost saving of direct 
placement of only six basis points, 
leaving the direct placement cost 
almost 15 yield basis points high- 
er than the competitive bid inter- 
est cost. Here it would have been 
penny-wise and pound foolish to 
concentrate on attempting to save 
some portion of six basis points 
and wind up thereby losing 15 
basis points. 

This is conclusive evidence in 
my opinion that bargaining in di- 
rect placement is not always kept 
within the range of saving of flo- 
tation costs. It is not conclusive 
evidence that this is generally the 
case, but it would seem that pru- 
dent utility managements would 
consider twice, if interest cost was 
their primary consideration, before 
financing large issues directly. It 
would seem that this is true, for 
as already previously pointed out 
the great majority of large public 
utility bond issues are placed 
competitively. 

In the case of industrial issues, 
in which at the present time com- 
petitive bidding is not practiced, 
management has full discretion 
and no exemptions are required 
from public authority; there is no 
such data available as in the util- 
ity field. Here judgment becomes 
much more of a factor and conclu- 
sions are more subject to error. 
There are an ample number of 
cases, however, which in my judg- 
ment definitely indicate that the 
bargaining is by no means always 
confined to the area of saving of 
flotation costs. I shall cite only 
one case, however, that of the two 
issues of Standard Oil of New Jer- 
sey in 1949. The first issue was 
for $75,000,000, 25-year, 3% notes 
and was sold directly at a price 
of 101 to yield 2.949. Costs in- 
volved in the direct placement 
amounted to $90,000 or 0.12% of 
the principal. Thus, the net price 
received by the borrower after 
deducting expenses was 100.88, 
and his interest cost was 2.956%. 
The issue was placed January, 
1949 when the Moody Average of 
AAA bonds was at 2.70%; six 
months later the Company sold to 
an underwriter for public offering 
a comparable $150,000,000 issue of 
234%, 25-year bonds at 100.50 to 
yield 2.722% to the public; the un- 
derwriter’s commission and other 
expenses amounted to 1.01%. 
Thus, the net proceeds to the com- 
pany were $99.49, and the inter- 
est cost was 2.779% to the com- 
pany. The issue was well received 
by the market and immediately 
went to a premium. At the time 
of the public offering, the Moody 
AAA bond yield was 2.67%, a de- 
cline of 0.03% from the time of 
the direct placement. 

Comparing the two issues, it can 
be seen that the company saved a 





very considerable amount of flo- 
tation cost (an estimated $670,000) 
by placing the issue directly; yet, 
after reflecting the difference in 
the market between the two dates, 
the company paid almost 15 basis 
points more for its money (0.15%) 
on an issue of $75,000,000 placed 
directly than it did on an issue of 
twice the size, placed publicly six 
months later. This would mean an 
additional interest cost over the 
life of the direct issue of approxi- 
mately $2,750,000. Had the bar- 
gaining area for negotiation been 
confined to the area of saving of 
flotation cost 0.06%, it would have 
been confined to an area of ap- 
proximately 2.75%-2.81%. Instead, 
tne figure resulting from direct 
negotiation was 2.95%, consider- 
ably outside the range. Other 
cases could be cited demonstrat- 
ing the same point. 


Competitive Bidding and Its 
Effect Upon the Relative 
Economy of Direct 
Placements 

Competitive bidding is by far 
the dominant method of placing 
debt security issues today. Com- 
petitive bidding has, of course, 
long been the dominant factor in 
the municipal market. In the cor- 
porate market, the ICC required 
competitive bidding for equipment 
trust issues in 1926, and extended 


the requirement to other bonds in 
1944; the SEC adopted Rule U-50 
in 1941 requiring competitive bid- 
ding for bonds of registered hold- 
ing companies and their subsidi- 
aries; the Federal Power Commis- 
sion early this year adopted a 
similar requirement for companies 
subject to its jurisdiction; an in- 
creasing number of state public 
utility regulatory commissions re- 
quire competitive bidding, and, 
lastly, the Bell System has appar- 
ently adopted as a matter of pol- 
icy, the practice of competitive 
bidding without any legal compul- 
sion to do so. Thus, industrial and 
miscellaneous companies consti- 
tute the only field in which com- 
petitive bidding has made no in- 
roads. 


One result of competitive bid- 
ding has been to make competi- 
tion more effective in the distri- 
bution of securities, and as a re- 
sult, the cost of distribution as 
represented by the underwriters 
spread has tended to decline ma- 
terially in the last 10 years. A 
survey by the SEC covering 159 
utility mortgage issues for the 
five-year period ended Jan. 1, 1940, 
revealed an average underwriting 
spread of 2.49 points; only one of 
the 159 issues had a spread under 
two points. The results of a simi- 
lar survey covering 179 issues over 
the next five years are shown in 
Table XIII, 


Another study of the SEC, re- 
vealing the trend in commissions 
and discounts on bonds to invest- 
ment bankers for the years ended 
June 30. 1940-49, is reflected in 
Table XIV. 


Thus underwriting spreads have 
declined considerably in the last 
10 years, and in the case of the 
large issues of utility bonds such 
spreads frequently dip below 
0.560%. This has been an impor- 
tant tendency as far as direct 
placement is concerned, for it has 
reduced the flotation cost advan- 
tage of direct placements. Where 
in many issues this flotation cost 
saving amounts today to only 
0.03% when expressed in terms of 
interest cost, in the ’30s, this sav- 
ing would have been approxi- 
mately 0.10%, over three times as 
great. 


Thus, the flotation savings ef- 
fected by direct placement today 
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are considerably less than they 
were 15 years ago. 


Conclusion As to Relative Interest 
Cost of Direct vs. Public Issues 


On the basis of the available 
evidence, which admittedly is not 
all that one would wish, the fol-. 
lowing conclusions seem justified: 


(1) In large issues the saving 
in flotation costs translated into’ 
terms of interest cost amounts to 
between 0.03% and 0.06%. Thus, 
on a 3% issue these savings would 
reduce the interest cost say from. 
3.00% to 2.94-2.97%. These sav- 
ings are materially less than they - 
were in the 30s, largely as a re-' 
sult of the effects of competitive 
bidding. 

(2) This would mean an ex- 
tremely narrow range for bargain- 
ing in direct placement; there 
would be very little tolerance for 
imperfect market conditions. It 
would be logical to assume that 
only in the case of a fully in- 
formed perfectly competitive mar- 
ket could the bargaining be kept 
within such a range. For example, 
if the knowledge of what the 
issue would bring in the public 
market were only slightly in 
error, it might nevertheless com- 
pletely nullify the flotation cost 
savings. 

(3) Evidence is available that 
bargaining is not as a matter of 
fact confined within the area of 
savings in flotation costs. It may 
net even usually be so confined. 


(4) In the case of utility issues, 
the evidence available indicates 
that in the case of large issues 
competitive bidding usually re- 
sults in a lower interest cost to the 
borrower than does direct place- 
ment. This is probably one princi- 
pal reason. why in 1949, 77% of 
the dollar volume of issues $10,- 
000,000 and over were placed by 
competitive bidding. 

(5) In the case of industrial is- 
sues, there is less available evi- 
dence, but the burden of proof 
would appear to be on the shoul- 
ders of those who contend that 
direct placement results in a lower 
net interest cost to the borrower 
where the issue is of definite in- 
vestment quality and has no un- 
usual features. 

(6) If all bidding for all types 
of debt securities—public utility, 
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So far at the London meeting of 
Commonwealth Prime Ministers 
the discussions have been concen- 
trated on political and defense 
matters. Even in these fields there 
has been little publicity concern- 
ing the precise nature of the 
agreements achieved. At the con- 
clusion of the talks it is probable 
that only a broad statement cover- 
ing British policy in general with 
regard to the international situa- 
tion will be announced officially. 
Behind the scenes however there 
is little question that economic 
questions of vital importance in- 
dividually and collectively will be 
intensively debated. 


In view of the fact that the 
sterling bloc alone comprises more 
than 50% of the foreign trading 
area of the world it is inconceiv- 
able that the opportunity afforded 
by the London parleys to discuss 
economic affairs will be permitted 
to pass. As far as the British Com- 
monwealth is concerned economic 
and rearmament matters are in- 
extricably intermingled. In the 
absence of a strong economic base 
the British rearmament program 
cannot be successfully consum- 
mated. This is particularly true 
in respect to the United Kingdom, 
but it applies also to a greater or 
lesser degree to all the Dominions, 
Even Canada’s present buoyant 
situation can be adversely affect- 
ed by deterioration of the British 
economic position in general. 

At the present time there is on 
the surface little cause for serious 
concern. British exchange reserves 
continue to mount and Common- 
wealth raw materials are still in 
urgent demand in this country and 
elsewhere.. But the bogey of con- 
stantly rising import costs is now 
posing an unavoidable problem. 


The British authorities had count- 


ed on sterling devaluation to bring 
about a normal lowering of world 
commodity prices. As a conse- 
quence of events following the 
Korean incident this has failed to 
materialize. Instead British pre- 
devaluation stocks of food and 
raw materials are being rapidly 
exhausted and the cost of replace- 
ment is now a cause of grave con- 
cern. This situation is further ag- 
gravated by the fact that the re- 
turns from exports, favorable as 
they are, are increasingly lagging 
behind the cost of imports. 

In view of the foregoing facts it 
is highly surprising that appro- 
priate corrective action has not 
been taken before now. British 
official procrastination in this re- 
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spect is all the more inexplicable 
in view of the involvement of 
political considerations of consid- 
erable importance. Failure to com- 
promise for example in the meat 
negotiations with Argentina has 
brought about a reduction of the 
already meagre British ration of 
this vital food item; this will un- 
doubtedly impose a further strain 
on the shaky Labor Government. 
The Australian Government like- 
wise in resisting the pressure for 
the upward revaluation of the 
pound has permitted the problem 
of inflation to become a political 
issue as a result of failure effec- 
tively to combat the rising cost 
of living. India is also in an em- 
barrassing economic and political 
position as a consequence of her 
obdurate stand on the rupee. Pak- 
istan now appears to have taken 
the right course in refusing to fol- 
low the general devaluation of the 
British Commonwealth currencies, 
but India would suffer loss of face 
in acknowledging this fact by re- 
valuing her currency indepen- 
dently. 

Many of the common problems 
that now beset the United King- 
dom and her Dominions could be 
solved however by concerted ac- 
tion along the lines of the Cana- 
dian currency experiment. Free- 
dom of exchange in accordance 
with the method employed by 
Canada does not imply any loss of 
control on the part of the mone- 
tary authorities concerned. On the 
contrary a greater measure of 
flexibility is introduced which 
permits the exchange level more 
truly to reflect changing condi- 
tions. At the same time the control 
authorities are not committed to 
protect an artificially fixed level 
of exchange which in the course 
of time becomes inevitably the 
target of speculative operations. 
Then whenever a rigid rate of ex- 
change is patently unrealistic it is 
difficult, without the test of sup- 
ply and demand in a flexible mar- 
ket, to arrive arbitrarily at an ap- 
propriate new fixed rate. What- 
ever decisions are reached on 
Commonwealth currency matters 
will be decided behind closed 
doors and in the event of agree- 
ment on a general revaluation, 
there would be a minimum of de- 
lay between the time of decision 
and its announcement. The pres- 
ent circumstances are particularly 
propitious for action along these 
lines as in recent months a heavy 
volume of speculative positions 
taken in anticipation of sterling 
revaluation has been finally liqui- 
dated. Such action would also do 
much to improve the Canadian po- 
sition in sterling afea trade, and 
would also permit the Canadian 
dollar to attain its logical level 
of parity with the U. S. dollar. 

During the week activity in the 
bond market was again confined 
to the Dominion internals which 
were firm on steady U. S. invest- 
ment demand. The corporate- 
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arbitrage rate continued to 
strengthen and reached a new 
high at 6%-5%. Funds were 
steady and quiet in the neighbor- 
hood of 45s % following the antic- 
ipated sharp improvement from 
the end-year low point of 5%4%. 
Stocks were not quite as buoyant 
as in New York but prices were 
generally higher. The base-metals 
were notably strong led by Inter- 
national Nickel, Steep Rock, Fal- 
conbridge, and Sherrit Gordon. 
Industrial and gold issues also 
made good progress but the West- 
ern oils were irregular and mostly 
lower. 


Halsey, Stuart Group 
Offers Commonwealth 
Edison Co. 27;% Bds. 


Halsey, Stuart & Co. Inc. heads 
a group which yesterday offered 
$49,000,000 Commonwealth Edison 
Co. 2% % sinking fund debentures, 
due April 1, 2001, at 101.335% and 
accrued interest. The offering fol- 
lows award of the issue to the 
group on its bid of 100.59%. 

The indenture will provide for 
a sinking fund of $1,000,000 for 
each of the years ending April 1, 
1953-2000, inclusive, leaving $1,- 
000,000 for retirement at ma- 
turity. 

Proceeds from the sale of the 
debentures will be added to work- 
ing capital for ultimate applica- 
tion toward the cost of gross addi- 
tions to utility properties of the 
company in a four-year construc- 
tion program scheduled for 1951- 
1954 and estimated to cost $370,- 
000,000, The company estimates 
that approximately $140,000,000 of 
the total cost will be provided out 
of cash resources at the °nd of 
1950 and depreciation acuuals and 
undistributed earnings over the 
four-year period. The present is- 
sue is a part of the balance of 
$230,000,000 which the company 
anticipates providing through the 
sale of securities. Neither the na- 
ture nor the time of the additional 
$181,000,000 financing has been 
determined. 

The debentures are redeemable 
at prices ranging from 104.34% to 
100%. If redeemed through the 
sinking fund, prices range from 
101.33%, beginning Dec. 1, 1952, 
to 100%. 

Commonwealth Edison Co. is a 
public utility operating company 
engaged in providing electricity. 
It does substantially all of the 
electric public utility business in 
Chicago and controls, through di- 
rect stock ownership, Public Serv- 
ice Co. of Northern Illinois, West- 
ern United Gas & Electric Co., 
Illinois Northern Utilities Co., Chi- 
cago District Electric Generating 
Corp., Chicago & Illinois Midland 
Ry. Co. and four other subsid- 
iaries. Through subsidiaries it 
provides both electricity and gas 
in the metropolitan area around 
Chicago and in surrounding terri- 


tory in Northern Illinois, 


Bankers Offer Wilcox- 
Gay Stk. at $15/s a Sh. 


Offering of 500,000 shares of $1 
par value common stock of The 
Wilcox-Gay Corp. was made on 
Jan. 9 by Gearhart, Kinnard & 
Otis, Inc., and White & Co., at 
$1.625 per share. 

The company intends to use the 
proceeds from the sale for addi- 
tional working capital, including 
the purchase of materials, pay- 
ment for labor, and other general 
company operations. 

Principal business of The Wil- 
cox-Gay Corp. and its subsid- 
iaries is the manufacture of the 
“Majestic” line of television re- 
ceivers; radio-phonograph sets; 
radio and television cabinets; and 
-home-recording units. 


Continued from page 23 
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railroad, industrial—were com- 
petitive bidding, a much more 
convincing argument could be 
made that the savings realizable 
in this case would be partially or 
fully passed on to the borrower. 


Why, in the face of a lack of 
advantage in interest cost and a 
possible definite disadvantage, 
does the bulk of large industrial 
and miscellaneous issues go di- 
rectly? One answer is that con- 
siderations other than interest rate 
cost may be more important, and 
another is that corporate man- 
agements may have been under a 
misconception as to the relative 
economy of direct placements and 
have been stressing flotation cost 
savings without giving sufficient 
weight to net interest cost. Prob- 
ably both these conditions are 
present. 

At this point, it should be noted 
that in the majority of large di- 
rect placements an investment 
banking firm represents the bor- 
rower and recommends the direct 
placement method. Thus, the in- 
vestment banking fraternity bears 
some, and perhaps considerable 
responsibility for the trend toward 
direct placements. This may seem 
strange in view of public pro- 
nouncements against direct place- 
ments by the underwriting indus- 
try. It really is not strange, how- 
ever, when viewed from. the 
standpoint of the individual un- 
derwriter handling the _ direct 
placement rather than from the 
standpoint of the underwriting 
field as a whole. In the case of an 
investment banking firm which 
places an issue directly it will re- 
ceive a commission on the entire 
offering whereas in the case of an 
underwritten issue, the firm will 
only receive the underwritins 
commission only on the portion of 
the issue which it underwrites 
and, this portion is usually small. 
If, for example, in a public util- 
ity direct placement of $8,000,000, 
the investment banker receives a 
fee of % of 1%, he will receive 
$20,000 and his expenses in con- 
nection with the deal will be quite 
small usually. On the other hand, 
if this issue were to be under- 
written by a syndicate and offered 
publicly, this same investment 
banking firm might underwrite 
say $2,000,000 and receive a com- 
mission of say 0.40% or $8,000, 
against which it will have substan- 
tial expenses. This is a theoretical 
example only; it would appear that 
often a particular underwriting 
firm will have more to gain from 
a direct placement which it con- 
trols than from a public offering 
of the same issue which it under- 
writes in part. 


Direct Placement and the Lending 
Institutions 

In my opinion, direct place- 
ments are attractive investments 
for insurance companies for the 
following four reasons, not all of 
which may be present in each in- 
stance. In the first place, the 
yield on direct placements is 
somewhat higher than on com- 
parable public offerings. Sec- 
ondly, the lender has a direct part 
in the negotiation of indenture 
terms, and in the usual case a bet- 
ter or more protective indenture 
from the lender’s viewpoint is ob- 
tained. Thirdly, it affords a bet- 
ter opportunity to the lender to 
make a closer analysis of the in- 
vestment, particularly as to man- 
agement. Further, it affords the 
lender the opportunity to put out 
large amounts of money at one 
time in a single issue; this is an 
advantage which is particularly 
important in the case of the large 
companies. 


The Large Insurance Company vs. 
The Small Insurance Company 
One problem of direct place- 

ments which is frequently dis- 

cussed, particularly within the life 


insurance industry, and by legis- 
lative bodies, is the problem of the 
small insurance company. It has 
been felt that the small insurance 
company does not have access to 
the direct placement market and 
consequently, it is deprived of an 
opportunity to invest its funds 
profitably and in a diversified 
manner. What are the facts of the 
case? The only information on 
the subject that I know of has 
been compiled by the investment 
Research Staff of the Life Insur- 
ance Association of America. The 
Association selected 28 U. S. life 
insurance companies; it was origi- 
nally decided to ixclude the 18 
largest U. S. companies and 10 
others especially selected as being 
active in the direct placement 
field. This selection actually re- 
sulted in the inclusion of the 22 
largest companies plus: six others. 


These companies were then dis- 
tributed by size groups and infor- 
mation tabulated as to holdings 
and acquisitions of direct place- 
ments. The two Tables (Nos. XV 
and XVI) give certain of this in- 
formation. 

It can be seen from tables XV 
and XVI that the larger companies 
have a much higher percentage of 
their assets and security port- 
folios in direct placements than 
the smaller companies, and that 
the acquisitions of direct place- 
ments in 1948 and 1949 by the 
large companies comprised a sub- 
stantially larger percentage of 
total acquisitions than in the case 
of the small companies. It is 
probable, furthermore, that these 
tables understate the difference, 
for all of the small companies 
were selected as being active in 
the direct placement field, and 
presumably therefore had a higher 
percentage of direct placements in 
their portfolios than other com- 
panies in their size groups. 

Thus, the facts indicate that the 
small companies have much fewer 
direct placement investments rela- 
tively than the large companies. 
This could be due to several fac- 
tors. It could mean that such com- 
panies were cut off from certain 
fields of investment opportunities 
by virtue of the direct placements 
going to the large companies, or 
it could mean that small compa- 
nies as a matter of policy do not 
choose to enter the field either 
because they feel unequipped to 
do so or find other outlets more 
attractive. Probably both of these 
are true to a certain extent. In 
this connection, however, I be- 
lieve that it is very important to 
make a sharp distinction in size 
category as to just what consti- 
tutes a small company. For exam- 
ple, in the listing of companies by 
size, the smallest has assets some- 
what less than $200,000,000. This 
in reality could be termed a 
medium sized company, and com- 
panies with assets of say $75,- 
000,000 or less could be termed a 
small company, relatively. 

Let us first take the case of the 
medium sized company with as- 
sets of $200,000,000-$350,000,000, 
such as would be charaeterized a 
small company in the tables. Such 
a company, depending upon com- 
pany policy and the quality of the 
issue, might be willing to put any- 
where from $500,000 to a maxi- 
mum of, say, $2,500,000 in one 
issue. Consequently, a broad field 
of industrial direct placements 
would be available to it. In the 
case of the smaller issues, it might 
be able to take the whole issue, 
and in the case of a medium size 
issue, it might split it with one or 
more other companies. Qn the 
other hand, if a large life insur- 
ance company in a very sizable 
loan wanted to parcel it out to 
include smaller companies, a par- 
ticipation of $500,000 to $2,500,000 
would represent sufficient size to 
make it feasible. A number of 
large issues have included partici- 








pations for smaller companies in 
amounts of $500,000 or even less 
in some instances. 

On the other hand, the medium 
sized company is at a distinct dis- 
advantage if the distribution of a 
large issue is restricted to only a 
few companies, for its buying 
power would be insufficient to 
make it a participant. Likewise, a 
large loan will in all probability 
only in rare instances be brought 
first to a small company so that 
its participation in such loan will 
rest upon the policy of the bor- 
rower, the intermediary, if any, 
and the large insurance company 
to whom the loan is brought ini- 
tially. 

These conclusions are supported 
by the data gathered by the Life 
Insurance Association. Reference 
to Tables XV and XVI will show 
that whereas in 1949 the four 
largest companies held approxi- 
mately 66% of their total cor- 
porate bond portfolio in direct 
placements and the two smallest 
size groupings held only 24.5% and 
32.7% in direct placements, the 
discrepancy between these groups 
becomes much less when viewed 
as to 1949 acquisitions—79.2% for 
the four largest as against ap- 
proximately 50% for the two 
smallest groups. Thus, the discrep- 
ancy in holdings is tending to 
marrow somewhat. Furthermore, a 
glance at charts, also prepared by 
the Life Insurance Association, 
will reveal that there is substan- 
tial difference among the com- 
panies within the various group- 
ings, presumably reflecting man- 
agerial policy toward direct place- 
ments. Thus, where 1949 acquisi- 
tions are considered, it is shown 
that a number of companies in the 
smaller size categories are ac- 
quiring almost as large a percent- 
age of their 1949 acquisitions 
through direct placements, and in 
the smallest size group, one com- 
pany has the highest percent of 


direct placement acquisitions of . 


any of the 28 companies, and like- 
wise, has the highest percent of 
its corporate bond holdings in 
direct placements. 

Summarizing, in my opinion, 
the medium sized company, while 
it would generally welcome any 
opportunity to participate more in 
the large direct placements, is not 
faced with a very serious problem 
in this regard. As a matter of fact, 
to some companies participations 
in certain of the large direct 
placements would be unattractive 
because of the belief of the com- 
pany that it can invest its funds 
at a higher net interest yield else- 
where. It has available to it a 
fairly wide field for direct place- 
ments, if it chooses to seek such 
issues. The investment problem of 
this size company is less pressing 
than that of the largest companies, 
and the company has greater flex- 
ibility in dealing with its invest- 
ment problems. 

As far as the small company 
is concerned, the company with 
assets of say $75,000,000 or less, 
the problem is more serious. Un- 
fortuzately, no data has been com- 
piled concerning these companies, 
and there are hundreds of them. 
The buying power of such com- 
panies for a single issue is rela- 
tively small and consequently, it 
is not very practical for them to 
share much in large direct place- 
ments; to distribute a large issue 
among.such companies, aside from 
practicality, would involve. ques- 
tions of legality—i.e., wheti:er the 
issue would involve too many pur- 
ehasers to qualify for exemption 
from:registration as a direct place- 
ment. Consequently, investment in 
farge direct placements..is .not 
available to them, and thus, one 
avenue of investments is. prac- 
tically closed to them; this is 
particularly true in the case of in- 
dustrial issues, the bulk .of which 
go direct. In the utility issues, the 
bulk of the large issues go com- 
petitively and thus, the ‘small 
company -has ample opportunity 
to purchase such issues. This. vir- 
tual -exclusion: from large -direct 
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TABLE I 
A 17-year Summary of Corporate Bonds* Publicly Offered and 
Privately Placed in Each Year—1934 Through 1950— 
by Calendar Year. 
(Millions of dollars) 


Percent of 

: Total Publicly Placed Total 
Year Offerings Offered Privately Placed Privately 
2 372 280 92 24.7 
eee 2,225 1,840 385 17.3 
ES 4,029 3,660 269 9.2 
eae 1,618 1,291 327 20.2 
Deis « es 2,044 1,353 691 33.8 
Ses eek t 1,979 1,276 703 35.5 
BE 2,386 1,628 758 31.8 
ls SES 2,389 1,578 $11 33.9 
_ A eee 917 506 4t1 44.8 
ees 990 621 369 37.3 
Sa 2,670 1,892 778 29.1 
ee 4,855 3,851 1,004 20.7 
MIPS 4,882 3,019 1,863 38.2 
Se 5,086 2,889 2,147 42.6 
| a 5,973 2,965 3,008 50.4 
a 4.890 2,437 2,453 50.2 
ee 5,206 2,966 2,240 43.0 


*Bonds, notes and debentures. 
7Preliminary figures estimated on basis of figures through July 1950. 
TABLE If 
All Private Placements Classified by Major Industry 
(Estimated 1934-1950 Gross Proceeds in Millions of Dollars) 


Financial 
Industrial and Real 
Year— Total Utility and Mise. Railroad’ Estate 
a, aaa 92 48 42 1 0 
a gaptbembey Tate 387 152 194 + 37 
Ne tee gated 373 218 105 16 34 
sc oi diitine Radin 330 61 244 20 5 
alae Eagle 692 299 384 8 1 
Se bce 706 457 144 20 85 
1940_____- iin ox os ae 765 391 289 9 112 
RE aE ae 813 438 271 20 64 
ISS 5 ised os is sek one 420 190 223 6 2 
ES ee 372 101 230 39 2 
ies ei 1a 787 297 392 91 6 
Rae 1,022 290 682 21 29 
Se: 1,917 325 1,408 35 149 
ASSETS 2,235 529 1,541 1 164 
SEE 3,087 636 1,972 5 473 
,  “Segrneege 2,502 976 1,099 2 425 
*“Ist3mos.1950__ 1,122 454 390 10 267 


*Not strictly comparable with figures for 7948 and prior years due to some 
reclassification. wef * sl 


Source: Financial Analysis Section, SEC. 
TABLE Il 
All Private Placements Classified by Type of Security 
(Estimated 1934-1950 Gross Proceeds—Millions of Dollars) 


Debt Preferred Common 

Year Total Issues Stock Stock 
RES ae ee 92 92 0 0 
SE ey ee 387 385 2 0 
SEY See naienaale 373 369 1 3 
RE ea 330 327 3 0 
EE oiie-cpindh bo di ws ecdcaen acc 692 691 ] 0 
5 a a 706 703 3 % 
Pb bidddccosss Ualaae 765 758 2 5 
EER ey ae eee 813 811 1 ] 
RE ee een 420 411 9 0 
RRS a SS ee 372 369 0 3 
Piipsstdhibbusbdascechs 787 778 7 2 
a ee ee 1,022 1,004 11 7 
SE SS ee ae 1,917 1,863 42 12 
eee ae 2,235 2,147 79 9 
_. SRE to 3,087 3,008 60 19 
Sa i Ae 2,502 2,453 49 

im @ mos, I900....<..- 1,122 1,107 14 


*Less than $500,000. 
Source: Financial Analysis Section, SEC. 
TABLE IV 
Corporate Bonds Placed Privately 
Percent of Total Amount Purchased by Various Investors 





Type of Invester 1940 1941 1942 1943 1947 1949 
Life insurance companies__._. 88.1 93.4 948 91.9 J93.0 90.5 
Other insurance companies_-_ 1 . fe B' a 4 
ORS. de iat ctinnndé<enwdede bd 12 #3$8S 44 62 87 49 
Other institutions ____~- nenhcublt oD oO 4 3B 2.5 5 
Individuals and corporations 1 a ene 7 4 36f 
ND: Cncnmoddbtnnweminiet 6 . . * 1.5 1 

SD cpusen dicot naieedien oun Bah 100.0 100.0 100.0 100.0 100.0 100.0 


*Figures for the years 1940-43 were taken from work sheets prepared 
seme years ago and the distribution apparently did not cover a smali number 
of issues where identity of. purchasers was unknown. This prebably dees not 
seriously impair the use of the figures, however. 


+The increase in 1949 largely reflects purchases by private pensien funds 
which are included in this categery. 


Seurce: Financial Analysis Section, SEC. 


TABLE V 


Corporate Bonds 
Combined Portfolios, 28 Life Insurance Companies 


December 31, 1949 
(Millions of Dollars) 

















Direct————_ Non-Direct-— Totab—— — 

Amount Percent Amount Percent Amount Percent 

Railroad —_--- $260.5 9.5  $2,477.7 90.5 $2,738.1 100.0 
Witty: =~... 3,451.1 40.6 5,050.8 59.4 8,502.0 100.0 
Ind. & Misc... 72109 86.5 1,124.77 13.5 8,335.6 100.0 
Total __...- $10,9224 558. -$8,653.2 44.2 $19,5756 1000 





(173) 25 
December 31, 1948 
Railroad EG $258.3 94 §$2,496.1 906 $2,7545 100.0 
Utility =----- 3,011.QG, 39.5 4,621.3 60.5 7.6323 1000 
Ind. & Mise... 5,973.4 86.7 915.1 13.3 6,893.4 100.0 
, | $9,247.7 5335 $8,032.55 46.5 $17,280.2 100.0 


NOTE—Valuation basis is cost, not book value. 


totals due to rounding. 


TABLE VI 


Detail of Cost of Flotation of Bonds as a Percent of Gross Proceeds 
(Three Years—1945-1947) 


Components may not add 
Percentages were computed from unrounded figures. 


Source: Life Insurance Association of America. 


Percent 


Detail of Costs— of Gross 
Proceeds 
Zee WON Oe top. |. nee cc i Se 1.43 
Coemraneenees Gun Gueeeeng wk 0.88 
ee a es ss tana ein Gaede 0.55 
Detail of other expenses: 

Not affected by registration. .................-.. 0.27 
ear tLe EP EDL 0.01 
Federal revenue stamp taxes_____._..______.__ 0.09 
Ce ee Dn nn mele oeatmueneen 0.03 
Trustees, transfer agents, etc..............s <<. 0.14 

Partly affected by registration___......-....----- 0.27 
Preting and queravitie. ..... 3... 5 cscs 0.13 
Legal fees and expenses... ................. 0.08 
Accounting fees and expenses___-...__--.------ 0.02 
PEUOGUENOOS . ibis ck cin nicnedncébbaganeee 0.03 

Entirely attributable to SEC registration— 

a See SO. cn connnnamannainnon 0.01 
RR IIE AR eS thn A>, Be 135 


Source: Survey of American Listed Corporations Cost of Flotation—1945-47% 


Seecurities and Exchange Commission, Washington, D. C., February 1949. 


TABLE VII 


Summary of Cost ot Flotation as a Percent of Gross Proceeds 
By Type of Security and Size of Flotation 
Three Years—1945-1947 





Size of 
Flotation —___—_—__———_Bords Common Stocks—— -—— 
Milliens No.of Costof Comm.& Other No.of Costof Comm.& Other 
of Dollars* Flot. Flot. Discount Exp. Fiot. Flot. Discount Exp. 
Under 0.5_-- 13 27.90 22.72 5.17 
0.5— 1.0___ 6 £.68 5.56 3.12 51 18.65 15.48 3.17 
1.0— 2.0___ 11 5.68 3.74 2.14 61 14.39 12,15 2.23 
2.0— 5.0__- 39 2.92 1.65 1.28 49 10.13 8.73 1.40 
5.0—10.0. __ 27 2.16 1.12 1.04 21 7.64 6.77 0.87 
10.0—20.0___ 32 4.02 1.31 0.70 8 7.95 7.36 0.59 
20.0—50.0___ 41 3.58 1.97 0.51 2 6.21 7.88 0.35 
50.0 and over 39 1.04 0.64 0.39 0 pe wine Lene 
iss 0.84 0.49 205 10.03 8.83 120 


All sizes- = 197 


*Only two bond issues under $500,000 were included in this study over the 
three years and are omitted because they are not considered a sufficiently large 
sample to be typical of the class. 


Source: U. S. Securities & Exchange Commission, Cost of Flotation, 1945-47. 


TABLE VIII 


Cost of Flotation of New Issues as a Percent of Gross Proceeds 
by Asset Size of Company 1945-1947 


All Types of Securities 





Asset Size of No. of Cost of Commission Other 
Cempany (millions ef &) Flot, Flot. “% & Dise. % Exp. % 
Wouer’ . ce yi | 16.94 14.95 1.99 
i es 160 12.44 10.31 2.13 
§— 10 ..... 108 7.77 6.46 1.31 
js a 105 5.99 4.02 1.08 
20— 50 -_--- 98 3.09 2.33 0.76 
50—100 ___-- 65 + ey 1.56 0.61 
100—200 ___-- 46 1.89 1.39 0.50 
200—500 ____- 30 1.46 1.04 0.41 
500 and over_- 21 1.01 0.63 0.39 
All sizes __--- 715 2.48 1.33 0.60 
Source: U. S. Securities and Exchange Commission, Cost of Flota- 
tion, 1945-47. 
TABLE IX 
Public Offering of Public Utility Long-Term Debt Securities 
By Type of Offering and by Size of Issue 
1949 
(Excludes offerings by Subscription and Pipe Line Issues) 
Negotiated 
Competitive Direct Public 
Size of Issue— —Bidding— -Placement— —Offering— —Totah—. 
(%) No. ‘a No. % No. % Ne. %o 
1,000,000 and less___ _- 0 0 29 100 0 mi 29 100 
1,000,001- 2,000,000 ___ 2 7 25 93 0 on 27 100 
2,000,001- 5,000,000 ___ 21 47 22 49 2 4 45 100 
5,000,001-10,000,000 ___ 28 78 8 20 4 10 40 100 
10,000,001 and over... 24 75» 7 22 1 3 32 100 
SEE crass ieredahalecae 75 91 7 173 
Size of Issue— Amount % Amount % Amount % Amount % 
($) (00) (000) (000) (OO) 
1,000,000 and less__. 0 we 19,700 100 0 na 19,700 100 
1,000,001- 2,000,000 — 4,000 10 38,600 90 0 —_ 42,600 100 
2,000,001- 5,000,000 _ 75,900 49 71,600 46 6,829 5 154,300 100 
5,000,001-10,000,000 _ 244,500 72 64,700 i9 31,723 9 340,900 180 
10,000,000 and over. 688,027 77 150,900 17 56,660 6 895,600 100 
ee FO 345,500 95,212 1,453,000 
Seurce; Tabulation from data in Analysis of Public Utility Bond Financing, 
1949—Ebasco Services, Inc. 
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Direct Placement of Securities 


industrial issues does not mean 
that such companies do not engage 
in direct placement. A good ex- 
ample of this fact is one rela- 
tively small insurance company 
with total admitted assets of ap- 
proximately $60,000,000 which 
made 19 industrial direct place- 
ments in 1949 totaling approxi- 
mately $5,000,000. The smailest of 
the direct placements was $60,000, 
the largest was over $1,000,000, 
and the average loan $200,000- 
$300,000. 

Participation in direct place- 
ments involves a number of prob- 
lems for such companies. It is 
relatively much more expensive 
for the small company to enter the 
direct placement field than the 
larger size company. Two prin- 
cipal factors account for this. In 
the first place, the increased in- 
vestment staff which is indis- 
pensable for the proper initial in- 
vestigation and follow up of in- 
dustrial direct placements, when 
related to the investment port- 
folio is a higher percentage for 
the smaller company than the 
larger company. A small company 
will have to diversify its invest- 
ment holdings as much as a large 
company. Thus, although its port- 
folio may be $20,000,000 as against 
$500,000,000 or more, it will still 
have to make almost as many in- 
dividual investments as the large 


company. Secondly, the relatively 
small buying power of the small 
company usuaily confines its in- 
dustrial direct placements to the 
smaller lesser known industrial 
companies. Analysis of these com- 
panies presents more difficulties 
and consumes more time than an- 
alysis of large well-known com- 
panies where financial records are 
publicly available. Many small 
companies feel that they cannot 
afford the requisite investment 
staff and hence, do not enter the 
direct placement field. 

A second problem arises in that 
the confining of industrial direct 
placements to the smaller indus- 
trial companies means greater risk 
because investment experience 
tells us that the smaller industrial 
companies are exposed to more 
economic risk. Whether or not the 
increased interest rates obtainable 
compensate for the higher risk is 
a question which will probably 
not be answered until we again 
pass through a period of industrial 
depression. 

Lastly, the problem is raised 
that in general in order to obtain 
sufficient buying power to be able 
to enter the direct placement field, 
even in the smaller industrial 
companies, the small insurance 
company usually has to lend in a 
single issue a higher percentage of 
its assets than in the case of the 


TABLE X 


Direct Placement of Industrial Securities by 


Number 
of Loans 


—— SIZE —— 


$1,000 to $99,999____ 
100.000 to 299,999____ 
300,000 to 499.999____ 
Under $500,000 
$500,000 to $999,999___ 
Under $1,000,000 
$1,000,000 to $1,999,999____ 
2,000,000 to 2,999,999___ 
3,000,000 to 4,999,999_ 


16 
44 
35 
95 
61 
156 
60 
45 
20 
281 
$5,000,000 to $9,999,999_ 28 
10,000,000 to 24,999,999___ _ 23 
25,000,000 to 49,999,999 ___ 9 
50,000,000 and over______- 5 


Grand total____ 346 


Source: 


Size of Issue 


Aggregate 
Amount 


$900 
8,573 
12,951 
22,424 
40,184 
62,608 
75,346 
104,392 
79,350 
321,696 
175,493 
328,403 
269,561 
310,600 


Percent 
of Total 


4.62 
12.72 
19.12 
27.46 
17.63 
45.09 
17.34 
13.00 

5.78 
81.21 

8.09 

6.65 

2.60 

1.45 


Percent 
of Total 


.06 
61 
92 
1.59 
2.86 
4.45 
5.36 
7.43 
5.65 
22.89 
12.49 
23.37 
19.18 
22.07 





100.00 $1,405,153 100.00 


Industrial Private Placement Loans, 1949—E. V. Hale & Co. 


TABLE XI 
Direct Placement and Public Offerings of Industrial and 
Miscellaneous Bonds — 1948 Combined Acquisitions 
of 17 Major Life Insurance Companies 


—Direct Placements— 


*Asset Size of Obligor 
(In thousands) 
Under $500 3 

$500 to $1,000_.._- 5 
1,000 to i _——— 28 
2,000 78 
5.000 T2 
10,000 93 
20,000 99 
50,000 41 
100,000 28 
200,000 500,000_ _- 18 
500,000 to 1,000,000___ ‘ 
1,000,000 and over 
Information lacking_______ 8 


Number 


—Public Offerings— 
+Percent 
of Total 


+Percent 
of Total 


9 
.99 
5.54 
15.45 
14.46 
18.42 
19.60 20 
8.12 10 
5.54 8 
3.96 22 
5.94 20 
.20 5 
1.58 


Number 





*After financing. 


100.00 92 


‘Do not add to total because of rounding. 


TABLE XII 


Estimated Items of Expense in Connection with Public 


Offering 


of $8,000,000 P. A. of Bonds as Compared With 
Private Offering of Such Issues 


Underwriting fee __________-_ 
SEC filing fee (at $101) 
Federal stamp tax 


Public 
Offering 


$40,000 
808 
8,800 


Private 
Offering 


ee ow oe ow 


Fees of trustee, including counsel and 


authentication fees 
Fees of counsel____-_- 
Auditing fees _____ 


Printing of Indenture, Purchase Con- 


tract, etc. ..- 


CO. . wondpaktuan 


Printing of registration statement, 


8,250 
15,000 
2,500 


5,000 
12,500 


Engraving and printing of securities_ 


Finder’s fee (% of 1%)-_-_--- 


Miscellaneous 


Estimated totals 





$105,000 
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medium and larger size compa- 
nies. Thus, in the case of a $300,- 
000,000 company, an investment.of 
$750,000 which is an adequate size 
to participate in direct placement, 
would represent only 0.25% of 
assets. In the case of a $25,000,000 
company, 0.25% would amount to 
$62,500 which would in most cases 
be too small an amount to enable 
it to participate in the direct 
placement field. If it chooses to do 
so it may have to lend 0.50% or 
1.00% of its assets in one issue. 
While these are not dangerous 
percentages by any means, and are 
at times exceeded by medium and 
relatively large size companies, 
nevertheless, it does mean a 
greater concentration of risk for 
the smaller company. 


The direct placement question 
then does raise serious problems 
for the small insurance company. 
Once again, however, the question 
should not be distorted out of its 
true perspective. The profitable 
investment of its assets has cer- 
tainly not been any more of a 
problem to the smaller company 
than to the larger company. Prob- 
ably the reverse is nearer the 
case. I have yet to hear an in- 
vestment official of a small com- 
pany complain that he cannot 
keep his funds profitably invested. 
Therefore, while it is true that 
participation in direct placements 
involving the larger well-estab- 
lished industrial concerns is 
largely denied the small company, 
the investment problems raised 
thereby do not appear to present 
any real threat to the ability of 
the small company to invest its 
assets safely and profitably. 


Relationship Between Borrower 
And Lender 


The direct and close relation- 
ship between the borrower and 
the lender has caused concern 
lest the large insurance compa- 
nies exercise qa controlling influ- 
ence over the borrower: *This 


concern was voiced both in the 
Celler Committee hearings and in 
the New York State Legislative 
Committee hearings. The question 
is touched upon only briefly in 
this paper. Certain salient points, 
however. can be brought out. 


It is important to note that this 
is really not a problem peculiar 
to direct placement. There is no 
way to distinguish a direct place- 
ment in form from a public issue; 
two utility bond issues for exam- 
ple, would look almost exactly 
alike whether they had been 
placed publicly or privately. More- 
over, the fact that the large in- 
surance companies hold very 
large amounts of a _ borrower’s 
debt issue would be true regard- 
less of whether such debt had 
been underwritten or whether it 
had been placed directly with the 
insurance companies. The fact is 
that the demand for investment 
grade corporate bonds is largely 
an institutional demand, and such 
issues will find their way regard- 
less of the method of distribution 
into institutional portfolios, and 
the largest institutions will hold 
the largest amounts. 


A second general point to note 
is that if corporations feared any 
such control as a result of direct 
placement of their securities they 
would not sell their bonds in this 
manner. There is no compulsion 
whatsoever for them to place their 
securities directly; it is completely 
a matter of their own choice. 

In addition, it must be realized 
that the relationship between the 
two parties is strictly a debtor- 
creditor relationship, and is 
closely defined by the terms of 
the indenture covering the bond 
issue. Thus, the lender can exer- 
cise no control over the manage- 
ment whatsoever as long as the 
latter is meeting all the terms of 
the indenture. In this respect 
there is one possibility that since 
indentures in direct placements 


TABLE XI 


Spread 
Under 0.25 
0.25-0.50 
0.50-0.75 
0.75-1.00 
1.00-1.25 
1.25-over 
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Number of Issues 


Amount 
$51,500 
683,379 
1,480,701 
208,411 
421,380 
90,400 


$2,935,771 


TABLE XIV 
Commissions and Discounts to Investment Bankers 


Year Ended 
June 20 


TABLE XV 


1949 and 1948 Portfolios—Direct Placements as Percent of 
Corporate Bond Portfolio and of Total Assets 


28 U. S. Life Insurance Companies—grouped by size 


Bank by Asset 
Size 
1— 4 (largest) 
5— 8 


% Corporate 
Bond Portfolio 
1949 1948 


65.9 64.2 
53.2 50.8 
40).2 38.3 
25.7 23.6 
24.5 20.0 
32.7 30.8 


% 
Admitted Assets 
26.0 
22.4 
18.3 


9. 
5. 
¥e 





55.8 53.5 


TABLE XVI 


1949 and 1948 Acquisition of Corporate Securities and 
Direct Placements 


28 U. S. Life Insurance Companies—grouped by size 


Rank of Assets 
Size 


Total 28 Cos 


Source: 


%o 
1949 
79.2 
69.6 
59.8 
55.0 
49.4 
50.6 


Jo 
1948 
80.4 
52.6 
57.6 
51.0 
33.7 
46.2 


72.2 8. 


Life Insurance Association. 


.. Thursday, January 11, 1951 


are usually more tight than in 
the case of public offerings, there 
will arise more cases of default; 
this is probably true. ; 

Once a default arises it is true 
that the insurance company Is ™ 
a position to exercise some con- 
trol; that is the very purpose of 
drawing an indenture with de- 
fault provisions, and it is neces- 
sary for the adequate protection 
of the investment. In the event 
of a minor default, it is probable 
that with proper assurance as to 
the safety of its investment, the 
default can be cured by appro- 
priate action on the part of the 
borrower, or by a change in the 
indenture agreed upon by the 
lender. In the case of a major 
default resulting in bankruptcy, 
the relationship between the bor- 
rower and the lender becomes 
subject to bankruptcy law. 

It is important to realize that 
the insurance company investor 
is not in the slightest degree in- 
terested in securing control of 
the borrower for its own advan- 
tage and profit; nothing could be 
further from the truth. The ideak 
investment as far as the insurance 
company is concerned is one in 
which there never is any question 
of default. Moreover, once a se- 
curity goes into default, the pri- 
mary aim of the insurance com- 
pany is to see the company in a 
better position so that it can cure 
the default and pay its obliga- 
tions. Thus, in almost all in- 
stances the best interests of the 
business will coincide with the 
best interest of the insurance com- 
pany, so long as the latter adopts 
a long-term point of view. The 
insurance company is in a much 
better position to adopt a long- 
term view of the situation than 
other investors such as commer- 
cial banks, for example, where 
liquidity needs may force a hasty 
liquidation. Consequently, from 
the standpoint of the borrower, 
it would seem to me that the in- 
surance company would represent 
the ideal long-term creditor. 


Lastly, an examination of the 
record of the insurance companies 
in the case of the wholesale bank- 
ruptcies that arose during the 
1930s reveals no grounds for con- 
cern as to any domination or con- 
tro] that insurance companies may 
exercise in the case of direct 
placements. There should be lit- 
tle difference in the future ex- 
perience with direct placements. 

In this connection, it should be 
noted that the permissible equity 
investment of life insurance com- 
panies is very limited at the pres- 
ent time; therefore, any equity 
securities that they receive in re- 
ceivership in exchange for debt 
obligations must be disposed of 
within a relatively short period. 

Thus, in my opinion, there is 
little foundation for fear that 
large -scale institutional invest- 
ment in corporate debt will result 
in any widespread control over 
corporate borrowers. 


Regulation of Direct Placements 


Lastly, let us take a brief look 
at the regulation to which direct 
placements are subject. 

An effective system has been 
set up by state regulatory author- 
ities to supervise direct place- 
ments. This regulatory system 
was set up largely as a result of 
two factors, both of which have 
to do with the problem of valua- 
ation of direct placements. The 
valuation of securities held by 
lite insurance companies for their 
annual statements is under the 
jurisdiction of the Committee on 
Valuation of Securities, of the Na- 
tional Association of Insurance 
Commissioners. This Committee 
has published annually, for the 
last 43 years a volume which lists 
every security held by domestic 
insurance companies and a valua- 
tion as at the close of the calen- 
dar years for each security listed. 
Valuations established by the 
Committee are used by state in- 
surance departments in the ex- 
amination of insurance company 
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reports. They are also used by the 
insurance companies in the prep- 
aration of their annual statements. 

If a corporate bond is not in de- 
fault, and is rated in one of the 
first four grades, i.e., not lower 
than Baa, by two _ recognized 
rating agencies, or the yield to 
maturity on which based on Dec. 
31, 1949 and Dec. 31, 1950 associa- 
tion values does not exceed 1.70% 
and 1.50% respectively, plus the 
yield for comparable maturities of 
fully taxable unrestricted U. S. 
Governments on the respective 
dates, the bond can be carried at 
its amortized value; if the bond is 
in default, or rated Ba or lower, 
then it must be carried at market 
value. However, in the case of 
direct placements, neither of these 
yardsticks is available; the rating 
agencies do not rate direct place- 
ments, and there is no market 
quotation for them. In _ addition, 
the close relationship between the 
borrower and the lender in a di- 
rect placement has caused con- 
cern in some quarters that an in- 
surance company when faced with 
a default in a direct placement 
would cure this default merely by 
rewriting the indenture, and be 
able to thereby escape reporting 


the security as in default, and 
thus, not eligible for amortiza- 
tion. 


These problems, and others, led 
the Naticnal Association of Insur- 
ance Commissioners to consider- 
ably augment the staff of its Com- 
mittee on Valuation of Securities. 
In this connection every life in- 
surance company is now required 
to file with the Committee the fol- 
lowing information concerning its 
direct placements: 

(1) Statement describing his- 
tory and operations of issuer of 
securities. 

(2) Balance sheet, income and 
surplus statements for the three 
calendar or fiscal years next pre- 
ceding the date of acquisition. 

(3) Interim financial statements, 
and future annual audits. 

(4) Changes in Indenture terms. 


(5) <Any other’ information 
which might be helpful to the 
Committee. 


This constant flow of informa- 
tion to the Committee provides a 
method by which continuous su- 
pervision can be exercised by the 
Committee over direct placements. 
By virtue of its analysis of this 
data, the Committee determines 
whether or not a given direct 
placement qualifies for amortiza- 
tion; if it so qualifies, then it may 
be carried by the insurance com- 
pany at its amortized value. If in 
the opinion of the Committee, 
after careful examination of the 
data, the loan is one in which the 
speculative qualities are predom- 
inant, the holder of the security is 
not entitled to carry it at amor- 
tized value, but must carry it ata 
value fixed by the Committee. 
The record of direct placements 
has been excellent to date; how- 
ever, in a few instances, write- 
downs have been required. 

In my opinion, the regulatory 
valuation process should be pri- 
marily concerned with the basic 
question of whether or not a di- 
rect placement qualifies for amor- 
tization and should not attempt to 
determine theoretical market 
value for those issues which qual- 
ify for amortization. Such a task 
could not only be a _ prodigious 
one, even if possible of achieve- 
ment; it would also raise serious 
problems of a fundamental na- 
ture without accomplishing any 
really conclusive benefits. As al- 
ready pointed out, this is the line 
along which regulatory valuation 
has proceeded and it is to be com- 
mended for it. 

Conclusion 


Direct placements have assumed 
a position of great significance in 
corporate bond financing. They 
have noi yet met the acid test of 
time especially under adverse 
general economic developments 


but there is no present reason to 
assume that they will not meet 
such a test successfully. They are 





not a temporary phenomenon and 
appear to be here to stay. Their 
greatest contribution in my opin- 
ion has been in opening a new, 
and in many cases, the only 
avenue of long term financing to 
the small but well-established 
business. As to future growth, it 
would appear that direct place- 
ments have approached their peak 





Number 4976 ... The Commercial and Financial Chronicle 


relative to total corporate bond 
financing. It would be surpris- 
ing to see the percentage of direct 
placements to total bond financ- 
ing rise much beyond the 50% 
level reached in 1948 and 1949; 
certainly a figure of 60% would 
be a top figure assuming a more 
or less normal distribution of of- 
ferings among industries. 
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As We See It 


bitterly condemned throughout the rather long legislative 
battle which finally brought it into being. Here, too, was 
a device which to the individualistic American seemed 
to reek with paternalism. 

The story might be prolonged, but hardly to a good 
purpose. Enough has been said to recall the atmosphere, 
the intellectual and political climate existing in those 
far-off days. Now, contrast all this with what we see 
around us today on all sides. The farmer has long, long 
ago come to regard favors in the form of interest rates 
as his due. However, he now finds them relatively unim- 
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American traditions. Government after government is 
trying to outdo the other in asking for dictatorial powers. 
The action of the Governor of the State of New York in 
demanding that he be virtually placed alongside of Mr. 
Stalin as dictator of the Empire State is a case in point. 
The Lord knows how many other States and local gov- 
ernments are seeking to follow suit. All this seems to 
result from a combination of hysterical reactions to pos- 
sible atom warfare and of a rather general belief that 
this sort of “bold leadership” will pay good political 
dividends. 
No Longer Greatly Care 

_ Now, what troubles us as much as all this activity 
—aindeed much more—is the fact that the rank and file 
of the people have come to greet it with a shrug of the 
shoulders. They appear to regard the installation of a 
virtual dictatorship here in this country, or a great num- 
ber of little dictatorships throughout the land, as “inev- 


itable,” to be accepted with a sort of oriental fatalism. 
We find it cropping up, too, in the international field. 
Foreign relations appear to be regarded as almost wholly 
a matter for the Chief Executive who need come to Con- 
gress only if in need of funds. We have become much too 
“familiar with the face” of too many evils, and the disposi- 


portant compared with all the other largesse which now 
too in his thinking has come to be part and parcel of what 
the remainder of the community owes him. Price supports, 
so-called, which really are a direct subsidy to the agri- 
cultural producer, now seem to him to be but a perfectly 
normal, natural tribute to him. They seem to him to be 
his due, so much so that he no longer attempts to find 
any good justification for them—any more than he feels 
the need to justify his right to eat bread made of wheat. 
So, too, with the multitudinous other instruments of which 
he is the beneficiary. 

What is infinitely worse, of course, is the fact that 
the remainder of the community, too, have come to re- 
gard all this as natural and normal. There is no longer 
much disposition to ask the reasons why. We, quite gen- 
erally, have ceased to “endure”; we now ‘“embrace’’—or 
are very near that point. 


And Labor, Too 


The case is possibly even more striking with labor, 
the more striking at least since it has developed more 
recently and more rapidly. Time was when “the labor 
vote” was largely mythical. Possibly it is less real today 
than is sometimes believed. The returns in the elections 
last autumn seem to carry some such suggestion. But for 
most politicians, it is a very real foree—which means that 
for practical purposes it actually exists. At any rate a sort 
of alliance between most politicians and the labor unions 
has developed. It came sharply into focus in the early 
days of Roosevelt leadership. To the dismay of all 
thoughtful citizens of that day, the unions soon became 
the recipients of various favors from Congress and from 
a thoroughly biased Administration. What was about as 
bad, the unions soon developed the habit of disregarding 
the law of the land in a degree that was almost incredible 
—and enforcement agencies simply ignored the trans- 
gressions. Some of the more spectacular aspects of all 
this have disappeared in recent years, but the situation 
has not changed at all in its basic aspects. And the unions 
and their membership have come to regard all this as their 
right. 

. Another vice has become so familiar to so many that 
it, too, has reached the “embracing” stage. We have 
grown used to so much abuse by organized labor that we 
no longer particularly resent it, and certainly do virtually 
nothing to rid ourselves of it. Such a state of affairs is 
more than dangerous. 

Many More ef Them 


And so we might continue to list literally dozens of 
other economic and political vices which, in the course of 
time, have been accepted, indeed hardly noticed. Most 
of these have become so ingrained into our daily lives 
and our daily thinking that it is no longer necessary to 
attach an “emergency” label. The nosiness of the SEC. 
The governmental interference with private affairs it 
represents. The various other relatively new governmen- 
tal agencies abounding in Washington even before the 
latest “emergency” in Korea supplied excuses for more 
governmental interferences are further cases in point. 
We have “saved” free enterprise by robbing it of much 
of its virility. And the worst of it is, that all this has 
reached a stage where it appears natural and normal to 
the rank and file, natural and normal merely because they 
have grown “familiar with its face” through the years. 

Now we face a new “emergency,” which is already 
being made the excuse for innumerable breaches of 
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tion to embrace them is disheartening to say the least. 


Investment During Inflation 


ground not subject to deprecia- 
tion. We are quite partial to the 
oils for many reasons, both for the 
companies ranking primarily as 
crude oil producers, such as Am- 
erada, Humble, etc., as well as for 
the integrated companies like 
Standard of New Jersey, Standard 
of California, etc. Many farsighted 
investors may like to have a stake 
in the great oil developments in 
Canada (Imperial, British Amer- 
ican) or holding some shares of 
Creole or International Petroleum, 
enjoying tax advantages and oper- 
ating in the Caribbean. 

The Non-Ferrous Metals will 
have a sustained demand for quite 
some time. They are not seriously 
affected by the excess profits tax. 
We expect them to continue to 
pay gocd dividends, partially tax 
exempt. The large list of metal 
companies from Kennecott and 
Phelps Dodge to Consolidatea 
Mining & Smelting and Interna- 
tional Nickel in Canada, are good 
investment stocks under practi- 
cally all circumstances, although 
in normal times subject to great 
cyclical price changes. 

Companies operating in other 
fields of mining which deserve 
mention are Sulphur stocks, Free- 
port Sulphur, Texas Gulf Sulphur, 
etc.: Coal stocks, Pittsburgh Con- 
solidation Coal, Clinchfield, Island 
Creek Coal, etce.; Potash stocks, 
American Potash & Chemical, In- 
ternational Minerals & Chemical, 
etc.; Phosphate stocks, American 
Agricultural Chemical, Tennessee 
Corp., etc. 

Iron and Steel—For some time 
we have felt that the stocks of this 
industry are not properly appraised 
by the stock market, They do not 
enjoy great public favor, a fact 
which we attribute to the difficult 
labor situation which the industry 
has had to contend with and the 


somewhat ungracious treatment 
on the part of the government. 
The industry holds enormous 


properties in mines and plants. 
Its importance in tne defense ef- 


fort is second to none. Earnings 
will remain high. We like the 
steel stocks as ordinary invest- 


ments at this time, as well as in- 
flation media. At present, we give 
preference to Bethlehem Steel, 
Jones & Laughlin, Republic Steel 
and WU. S. Steel. 

Paper and Lumber—lIn addition 
to their large plants, most paper 
companies hold extensive tracts oi 
land with large stands of lumber. 
The industry has been prosperous 


and will be so (Iniernational 
Paper, Crown Zellerbach, etc.). 
Other companies holding large 


tracts of lumber in connection 
with their regular activities are 
Rayonier, U. S. Plywood, Weyer- 
haeuser, etc. 

Sugar companies like Cuban 
Amervican, South Porto Rico, Great 
Western, operating in the West 
Indies or in this country, may be 
attractive to some itivestors owing 
to their wide holdings of land. In 
this connection we like to give 
special mention to United Fruit. 


Chemical and Manufacturing 
Stocks—In these large and numer- 
ous groups, stocks should be se- 
lected which have outstanding 
growth possibilities, such as E, I. 
du Pont de Nemours, Monsanto 
Chem., Union Carbide & Carbon, 
American Cyanamid, Dow Chemi- 
cal: also American Viscose, Cela- 
nese and many others. Under the 
Excess Profits Tax Act many 
companies in the chemical and 
manufacturing industries have a 
poor tax sheiter. It seems to us 
that this is very noticeable in the 
chemical industry; for instance, 
American Cyanamid and Dow 
Chemical only in the past year 
began reaping the benefit on 
products developed over a period 
of many years. The return on 
these stocks will be small. Never- 
theless, they wiil find many buyers 
among iong range _ inilation- 
minded managers of trusi funds, 
pension funds, the large college 
funds and many private investors. 

We recommend to tne investor 
the careful study of the balance 
sheets of the leading companies 
in these numerous groups. Be- 
ginning with autos and accessories 
down to textiles and tires, he will 
find that tangible property in the 
form of plant and equipment often 
represent as high as 70% of net 
worth or more. These assets can- 
not be replaced at present inflated 
prices except through expendi- 
{ures of sums many times the 
amounts appearing in the balance 
sheets. Will this be retlected in 
stock values in due course of 
time? We beiieve it will. Where 
would the money come froin to 
pay for new machinery? Ours is 
a highly dynamic economy, not 
only demanding repiacement of 
worn out machinery but also con- 
struction of additional plants with 
new equipment, particularly wnen 
the nation may be called upon to 
a supreme effort in defense of her 
institutions and her safety. The 
only way to maintain the highest 
possible productivity of the in- 
dustries and to assure the flow 
of money for expansions is an 
adequate return on capiial in- 


vested or to be invested. 
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News About Banks and Bankers 


ly Assistant Secretaries. Mr. 
Brower was Auditor and Mr. Tiet- 
jen, principal Executive Assistant. 


Schwamm, Presi- 
American Trust 
York City, an- 
that the 


L. 
The 
New 
on Jan. 2 
company has acquired title 
to the property at 301-3 East 
Fordham Road in Bronx Borough. 
The property, a 2-story building, 
is just west of Fordham Univer- 
sitv. As soon as alterations are 
completed, a modern branch of- 
fice with complete banking facil- 
ities will be opened, Mr. Schwamm 
announced. The American Trust 
Co. has its main office at 70 Wall 
Street. 


Harvey 
dent of 
Company, 
nounced 


J. HENRY SCHRODER BANKING COR- 

PORATION, NEW YORK 

Dec. 31, ‘50 Sept. 30, ‘50 

$106,109,029 $103,580,.005 
80,938,176 75,243,056 


Total resources 

Devosits 

Cash & 
banks 

vu. S. Govt se; 
rity holding 

Loins & bills dis- 
counted 

Surplus & undi- 
vided profit 


due from 


12,606,509 10,245,248 
u- 


55,399,713 


56,483,914 
14,118,519 12,177,646 
4,000,856 
,. NEW YORK 
Sent 20, °50 
$39,714,463 
34,203,809 


SCHRODER TRUST COMPANY 
Dec. 31. 50 
$42,292,455 

36,426,659 


Total resources 

Depcsits 

Cash & due 
banks 

U. S. Govt. secu- 
rity holding: 

Loins & bills dis- 
counted 

Surplus & undi- 
vided profits 


from 
11,329,001 


21,942,462 
7,619,803 


3,000,881 


Two additions to the executive 
staff of the Industrial Bank of 
Commerce of New York were an- 
mounced on Jan. 2 by Walter E. 
Kolb, President. Joseph R. Bar- 
rett, former Vice-President of 

he County Trust Co., White 
Plains, N. Y., will serve at the 
bank’s main office, 56 East 42nd 
Street. Previously he was with 
General Motors Acceptance Corp. 
and Weil, Pearson & Co. Assigned 
to the bank’s Seventh Avenue 
Office at 35th Street, Ralph D. 
Yeager comes to the bank from 
several New York City banks and 
factoring organizations. 


-Edmund P. Looney has been 
elected Executive Vice-President 


of Lafayette National Bank of 
Broonklyn, N. Y., according to an 
announcement by Walter Jeffreys 
Carlin, President. Mr. Looney has 
been a Vice-President of the 
bank. 


Approval to a certificate of in- 
crease of the capital stock of the 
Schenectady Trust Company of 
Schenectady, N. Y., from $1,400,- 
000 to $1,500,000 was given by the 
New York State Banking Depart- 
ment on Dec. 5. The stock is in 
shares of $100 each. 


Lincoln National Bank & Trust 
Company of Syracuse, N. Y., has 
opened an office in the suburb of 
Dewitt, N. Y. The bank now has 
four offices, two in Syracuse, one 
in Pulaski, N. Y., and the DeWitt 
office. The thew office, located 
in the heart of DeWitt’s shopping 
center, is a modern. concrete 
block structure. Warren B. Un- 
behend is President of Lincoln 
Bank. Harold F. Jones, who has 
been appointed Manager of the 
new office, is Assistant Cashier of 
the bank with which he has been 
associated since January, 1926 


f: Y: e 
% % 


CORN EXCHANGE NATIONAL BANK & 
TRUST COMPANY, PHILADELPHIA, PA. 
Dec. 31, '50 Sept. 30, '50 
$302,878,477 $300, 164,636 
278,577,085 274,012,991 


Total resources 

Deposits 

Cash & due from 
banks 4 

Vv. 8S. Govt. secu- 
rity holdings_._ 101,175,369 

Loans & bills dis- 
ee 

Wndivided profits. 


82,460,604 72,739,928 
102,360,069 


89,502,268 
3,206,422 


95,182,923 
3,401,990 


FIDELITY-PHILADELPHIA TRUST 
COMPANY, PHILADELPHIA, PA. 
Dec. 31, 50 Sept. 30, '50 
$229,754,533 $221,829,737 
200,652,058 193,217,287 


Total resources 

Deposit 

Cash & due from 
banks 5 

U. S. Govt. secu- 
rity holdings 

Loans 

Undivided profit 


588,401 43,664,504 


An increase was recently re- 
ported in the capital of the Her- 
shey National Bank, of Hershey, 
Pa. (as of Nov. 29) from $200,000 
to $400,000, the increase having 
been brought about by a stock 
dividend of $200.000. 


John C. Virden, Chairman of 
the Board of the John C. Virden 
Co. of Cleveland, has been ap- 
pointed a member of the board 
of directors of the Federal Re- 
serve Bank of Cleveland by the 
Board of Governors of the Fed- 
eral Reserve System at Washing- 
ton, and has been designated 
Deputy Chairman for 1951. Chair- 
man George C. Brainard of the 
board of directors of the bank 
announced that Mr. Virden’s ap- 
pointment as a class C director is 
for a three-year term ending Dec. 
31, 1953. Mr. Virden, who was 
born in Montgomery, Ala., was 
graduated from University School 
in 1915 and four years later 
founded the company which bears 
his name and which he headed 
until 1927. He was Vice-President 
of the Gill-Virden Co., Philadel- 
phia, in 1927-28; President of the 
John C. Virden Co. from 1929 to 
1926, and Chairman of the Board 
of that company since 1936. He 
was President of the John C. Vir- 
den Co., Ltd., of Toronto, Ont., 
from 1932 to 1948, and Chairman 
of the board since 1948. Mr. Vir- 
den is a director of the Eaton 
Manufacturing Co. and the Inter- 
lake Iron Corp. From 1942 to 
1945, he served as Regional Di- 
rector of the War Production 
Board. He was Central Field Com- 
missioner for Europe in the Office 
of Foreign Liquidation Commis- 
sioner, 1945-46; served as a di- 
rector of the Office of Industry 
Cooperation, Department of Com- 
merce, 1948; has been a member 
of the Business Advisory Council 
since 1947, and is a member of 
the International Chamber of 
Commerce. 


THE FIFTH THIRD UNION TRUST CO., 
CINCINNATI, OHIO 

Dec. 30, '50 

$286,719,071 

264,409,956 


June 30, 50 
$247,232,275 
225,329,477 


Total resources 

Deposits 

Cash & due 
banks 

U. S. Govt. secu- 
rity holdings 

Loans & discounts 

Undivided profits 


from 
89,479,742 64,115,159 
97,200,449 
77,970,799 
2,117,509 . 


98,830,065 
66,359,005 
1,765,070 


Under the title and charter of 
the Indiana National Bank of 
Indianapolis, Ind. a consolidation 
of the Union Trust Co. of Indi- 
anapolis with the Indiana Na- 
tional Bank became effective at 
the close of business Dec. 30. The 
bank had a capital of $4,000,000, 
while the trust company had a 
capital of $1,133,300. According 
to the Jan. 2 Bulletin of the Of- 
fice of the Comptroller of the 
Currency, the capital stock of the 
consclidated bank is $6,500,000, in 
shares of 65,000 of common stock, 
par $100 each. The surplus is 
$15,000,000 and in a statement of 
condition Dec. 30 undivided prof- 
its of $4,149,768 were reported, 
with total resources of $391,- 
259 227. 


CONTINENTAL ILLINOIS NATIONAL BANK 
AND TRUST COMPANY OF CHICAGO 


Dec. 31,'50 Oct. 4, 50 
s s 

Total resources. 2,591,140,455 2,398,850,448 
Deposits --. 2,378,443,252 2,189,526,0338 
Cash & due from 
a 
U. 8S. Govt. se- 
curity hold’gs_ 
Loans & disc’ts_ 
Undivided profs. 


721,308,084 617,090,413 
1,191,263,345 1,247,450,070 
511,417,394 377,722,895 
23,128,009 18,367,623 


The Commercial and Financial Chronicle 


Alfred Epstein, President and 
General Manager of the Pfeiffer 
Brewing Company of Detroit, 
Mich., and Murray D. Van Wagon- 
er, formerly Governor of Michi- 
gan and former Commissioner of 
Bavaria for the United States in 
Germany, were on Jan. 9 elected 
directors of The City Bank of De- 
troit at the annual stockholders 
meeting, it was announced by 
Joseph F. Verhelle, President of 
the bank. 


THE DETROIT BANK, DETROIT, MICH. 
Dec. 31,50 June 30,'50 
$ s 
628,639,960 611,390,210 
321,934,938 300,989,249 


Tota] resources 

Deposit 

Cash and due from 
banks 123,648,585 

U. S. Govt. secur- 
ity holdings 

Loans and disct 

Undivided profits 


112,992,676 


304,833,164 322,712,314 
79,745,985 69,504,176 
4,389,381 4,169,560 


Roger B. Shepard of St. Paul, 
Minn., has been reappointed a 
class C director of the Federal 
Reserve Bank of Minneapolis for 
a three-vear term beginning Jan. 
1, 1951, and redesignated Chair- 
man of the Board and Federal 
Reserve Agent for 1951, J. .N. 
Peyton, President of the Re- 
serve Bank, announced on Dec. 
29. The Board of Governors 
of the Federal Reserve System 
also reappointed W. D. Cochran, 
Iron Mountain, Mich., Deputy 
Chairman for 1951. John E. Co- 
rette, Jr., Butte, Mont., was ap- 
pointed director of the Helena 
Branch of the Federal Reserve 
Bank of Minneapolis for a two- 
year term beginning Jan. 1, 1951. 
Previously he had been appointed 
to fill out the unexpired term of 
Dr. James McCain. Chairman 
Shepard has been on the board 
of the Federal Reserve Bank since 
December, 1939, and has been 
Chairman since Jan. 1, 1946. 


BANK IN ST. LOUIS 
Dec. 31, '5@ Oct. 4, ‘50 
Total resource $522,233,687 $4868,504.652 
Deposits 485,206,01k 460,642,302 
Cash’& 
bank 
U. S. Govt. secu- 
rity holdings 
Loans & discounts 
Undivided profits 


FIRST NATIONAL 


due from ; 
145,579,953 119,694,783 


128,645,744 136,338,546 


179,591,751 212,141,992 
6,011,726 6,977,881 


A stock dividend of $500,000 has 
brought about an increase in the 
capital of the American National 
Bank & Trust Co. of Chattanooga, 
Tenn., from $1,500,000 to $2,000,- 
000, effective Dec. 4. 


The stockholders of the Repub- 
lic National Bank of Dallas, Tex., 
at a special meeting on Dec. 23 
unanimously approved the plans 
to increase the capital and sur- 
plus, to which reference was made 
in these columns Dec. 21, page 
2458. Warrants representing 
rights were issued to stockhold- 
ers to purchase 125,000 shares of 
additional stock. Stockholders 
were entitled to purchase one 
share of new stock at $40 per 
share for each 5.4 shares previ- 
ously held. The rights by stock- 
holders to purchase the new stock 
were required to be exercised by 
Jan. 6. The proceeds of the new 
capital increase, amounting to 
$5,000,000, will be equally divided 
between capital and surplus, in- 
creasing capital from $13,500,000 
to $16,000,000 and surplus from 
$14,000,000 to $16,500,000. The 
new stock was underwritten by a 
syndicate headed by Walker, Aus- 
tin and Waggener, First South- 
west Co., and Dallas Rupe & Son. 


UTAH FIRST NATIONAL BANK OF SALT 
LAKE CITY, UTAH 


Dec. 30, '50 
Total resources___ $83,322,437 
Deposits —_-- . 80,112,141 
Cash & due from 
eh RARE 
U. S. Govt. secu- 
rity holdings_-_- 
Loans & discounts 
Undivided profits 
& reserves__ 


Oct. 4, 50 
$77,762,398 
74,740,570 
21,684,794 18,569,893 
48,415,561 
8,123,675 


48,987,887 
10,684,277 
1,460,297 
od a: ms 

In addition to the three officials 
of the Anglo California National 
Bank of San Francisco, who we 
reported in our issue of Dec. 28, 
page 2562, were retiring from ac- 
tive service at the end of the 


1,030,218 


year under the bank’s retirement 
plan, we also learn that Frank J. 
Hoagland, Assistant Cashier, like- 
wise retired at the same time in 
accordance with the retirement 
plan. The four bankers were 
guests of honor at a dinner given 
on Dec. 27 at the Family Club by 
directors and officers of the bank. 


... Thursday, January 11, 1951 


President Allard A. Calkins of the 
bank announces that Mr. Hoag- 
land, who has held the distinction 
of being the only active officer 
of the bank formerly connected 
with the original Anglo-Califor- 
nian Bank, Ltd., had been associ- 
ated with Anglo since 1903. Born 
and educated in San Francisco, he 


The three other retiring bankers 
in addition to Mr. Hoagland, are 
John S. Curran, Victor Klinker 
and Louis Sutter, all Vice-Presi- 
dents, and sketches of their ca- 
reers were given in the item ap- 
peatring in our columns Dec. 28. 


has had many departmental man- 
agerial positions during his long 
career in the institution. For the 
past several years his duties were 
in the commercial department, 
He is a member of the American 
Institute of Banking. 


Continued from page 5 


The State of Trade and Industry 


regular corporation tax rate hiked from 47% 
favors lifting to at least 65% 
taxes and excess 
is 62%. 

November witnessed the smallest rate of new business incor- 
porations since September, 1945, immediately following the close 
of World War II. Corporate formations during November totaled 
6,256, according to Dun & Bradstreet, Inc. This was 7.8% less than 
the October figure of 6,782, and a drop of 7.4% from the 6,755 
recorded in November, 1949. 

During the first 11 months of 1950 stock corporations char- 
tered reached a total of 86,145. This represented a gain of 11.0% 
over the last year’s figure of 77,634 for the same period, but it 
was a drop of 2.9% from the 88,680 in the first 11 months of 1948, 
and 29.9% less than the record number of 122,922 established in 
the comparable 1946 period. 


to 55%. It also 
the ceiling on regular corporate 
profits levies combined. The present limit 


Steel Output Scheduled to Approach Peak Level Capacity 


The real snag in the defense program is the slowness of the 
military to decide what it needs. Money which has been appro- 
priated for defense is being spent at a snail’s pace, according 
to “The Iron Age,” national metalworking weekly. It is now 
clear that much of it will not be converted into defense material 
during the present fiscal year—or soon after. 

The present system of DO orders will not assure an orderly 
flow of materials when military procurement reaches its peak. 
Before that happens—probably during the second quarter-—a con- 
trolled materials plan will be in effect, this trade magazine asserts. 

Most steel producers will welcome a full CMP program for 
steel. For some,.it can’t come.soon enough. People administer- 
ing the present DO system agree with them. Manpower to operate 
this and other programs is still Washington’s big problem, but 
things are beginning to move on that score. In some instances 
defense officials are no longer directly contacting the men they 
want in Washington. Instead, they are going to presidents of 
companies and saying in effect, “We need these men, you see that 
we get them.” 

Meanwhile the steel market is becoming more confused. Some 
holders of DO orders are overstating the urgency of their needs, 
asking delivery of steel earlier than it is actually needed. Others 
are trying to protect their regular quotas by tapping new sup- 
pliers for their DO orders. this trade authority points out. 

But some consumers with urgent needs covered by DO orders 
are not able to get steel when they need it. There are many 
such frustrated consumers running around the country wildly 
waving DO orders. These orders could be filled if the consumers 
knew where to go for steel, or for help in finding it. 


Bookings of defense orders are becoming more extended each 
day. DO orders for cold-rolled sheets are filled to April or May; 
hot-rolled sheets, June; plates, March; pipe, March or April. 
This is the average extent of DO bookings; it is not uniform 
among all producers. 

Some steel firms have done a good job of cleaning up order 
backlogs, and are now issuing quotas to regular customers for 
March on products such as bars, shapes and plates. Ordinarily 
these quotas would have been issued in January or February. 
The new quotas are slashed 40 to 50% from October allotments. 


Those who thought that auto cutbacks would make steel easier 
are now beginning to find out how wrong they were, “The Iron 
Age” declares. The same old fakers are still trying to peddle 
steel at 14 to 16 cents a pound (about three times regular mill 
price)—and they are finding takers when they can deliver the 
goods. Nor is there any rush to cancel expensive conversion 
deals, even by auto producers who are planning to cut back pro- 
duction. 

Expensive multiple-pass conversion arrangements are con- 
tinuing. For example, one deal calls for slabs from a Pennsyl- 
vania mill to be reduced in the East and Midwest and passed 
along finally to another mill in another city for finishing. Final 
cost of this steel is about $300 a ton, when freight charges, rolling 
fees, insurance, etc., are added. 


The American Iron and Steel Institute announced this week 
that the operating rate of steel companies having 94% of the steel- 
making capacity for the entire industry will be 102.7% of capacity 
for the week beginning Jan, 8, 1951, compared to an average of 
101.8% a week ago, or an advance of 0.9 point. 

This is the sixth successive week of above capacity operations. 

This week’s operating rate is equivalent to 1,980,800 tons of 
steel ingots and castings for the entire industry, compared to 
1,963,400 tons a week ago. A month ago the rate was 101.3% and 
production yielded 1,953,800 tons; a year age it stood at 94% and 
amounted to 1,791,900 tons. : 


Electric Output Advances in Latest Week 


The amount of electrical energy distributed by. the electric 
light and power industry for the week ended Jan..6, 1951, was esti- 
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mated at 6,602,122,000 kwh., according to the Edison Electric 
Institute. 


It was 122,820,000 kwh. higher than the figure reported for the 
previous week, 906,750,000 kwh., or 15.9% above the total output 
for the week ended Jan. 7, 1950, and 860,459,000 kwh. in excess 
of the output reported for the corresponding period two years ago. 


Carloadings Fall 19.4% Below Preceding Week 


Loadings of revenue freight for the week ended Dec. 30, 1950, 
which included the Christmas holiday, totaled 602,376 cars, accord- 
ing to the Association of American Railroads, representing a 
decrease of 144,828 cars, or 194% below the preceding week. 


it The week’s total represented an increase of 106,736 cars, or 
21.5% above the corresponding week in 1949, and an increase of 
17,766 cars, or 3% above the comparable period of 1948. 


Auto Output Shows Sharp Decline in Latest Week 


Combined motor vehicle production in the United States and 
Canada the past week, according to “Ward’s Automotive Reports,” 
totaled 101.062 units, compared with the previous week’s total of 

36,064 (revised) units. 

Responsible for the decline were suspensions for model 
ehangeovers by two General Motors divisions and the continued 
low production of Chrysler for the same reason, Ward’s said. 


Total output for the current week was made up of 70,363 cars 
and 23,485 trucks built in the United States and a total of 5,232 
cars and 1,982 trucks built in Canada. 


For the United States alone, total output was 93,848 units, 
against last week’s revised total of 127,868 units, and in the like 
week of last year 110,326. Canadian output in the week totaled 
7,214 units compared with 8,196 units a week ago. 


Failures Rebound in Second Holiday Week 


Commercial and industrial failures increased to 144 in the 
holiday week ended Jan. 4 from 125 in the preceding week, Dun & 
Bradstreet, Inc., reports. Although casualties were not as high 
as a year ago when 161 occurred, they exceeded the 128 of the 
similar 1949 week. Well below the prewar level, failures were 
54% below the 1939 week’s total of 312. 

Casualties involving liabilities of $5,000 or more numbered 106, 
one more than in the preceding week but less than yast year’s 
130. Small failures with liabilities under $5,000 rose to 38 from 
20 and exceeded their 1950 total of 31. 

Retail trade failures rose to 79 from 59 and commercial ser- 
vice failures to 13 from 7. Manufacturing casualties numbered 25, 
one more than in the preceding week; construction failures were 
16, one less than last week. Wholesaling casualties declined to 
11 from 18. Failures were one-half as numerous as a year ago 
in manufacturing and wholesaling; commercial service also showed 
a decrease from 1950. Retail casualties were considerably above 
last year’s level, while construction rose moderately. 

Middle Atlantic States failures rose to 49 from 37 in the pre- 
vious week, East North Central to 19 from 14, West North Central 
to 9 from none, and East South Central to 11 from none. Pacific 
failures fell to 32 from 37 and New England to 10 from 17. 
Casualties were less numerous than in 1950 except for increases 
in the West North Central and East South Central States and the 
same number in the Mountain States. 


Wholesale Food Price Index Rises Moderately to New High 

Food price movements were somewhat mixed last week with 
a moderate overal! rise lifting the Dun & Bradstreet wholesale 
food price index for Jan. 2 to $6.93, a new high since Sept. 14, 1948, 
when it stood at $6.95. The current level of the index compares 
with $6.90 a week earlier, and represents an increase of 20.9% 
over the $5.73 recorded on the like date a year ago. 

The index represents the sum total of the price per pound 
of 31 foods in general use and its chief function is to show the 
general trend of food prices at the wholesale level. 


Wholesale Commodity Price Index Breaks Through 
Previous All-Time High Point 


Wholesale prices continued to climb during the final week 
of 1950 and the year ended with the index at an all-time high. 
A moderate dip on Jan. 2 brought the index to 318.03; slightly 
above the 317.62 of a week ago and well above the 245.49 of a 
year ago, Dun & Bradstreet, Inc., reports. 

Grain prices generally remained steady during the holiday 
week although some slight declines brought the levels fractionally 
below the seasonal highs that had been set earlier. Expectations 
of a high domestic and export demand helped to boost corn prices. 
The buying of wheat was spurred by late reports of adverse mois- 
ture and crop conditions in the Southwest. Interest in soybean 
futures was stimulated by strength in the spot market and the 
government purchase of about 1,000,000 bushels. The rice market 
was active with both spot and future demand high. There were 
numerous requests for immediate delivery with many of the rice 
contracts. 

There wes the customary year-end dip in the demand of many 
flour buyers. Bookings were limited following the large orders 
placed by jobbers and bakers during previous weeks. Many bakers 
were reported to have sufficient unfilled orders to carry them 
through the first quarter. Orders during the week continued to 
be largely for fill-in purposes. 


Trading in coffee futures for the year was at the highest level 
since 1931 following considerable activity during the final week 
ef 1950. Prices generally remained firm. 


The cocoa market ended the year on a quiet note reflecting 
the usual holiday dullness. Trading in both spot and futures was 
limited, prices were steady, and offerings of cocoa were scarce. 
There was a slight dip in sugar prices at the end of the week with 
trading rather active. 

Sugar futures for the year were at the highest level since 1941. 

Grinding of the very large Cuban crop is expected to start 
within the week. ’ 

Hog receipts during the final trading days of the year were 
unusually large; sales were high and prices generally were main- 
tained. There was some belief that much of the selling was in 
anticipation of higher income taxes in 1951. Most livestock prices 
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ended fractionally above those of the preceding week, although 
some slight declines occurred. Lard prices dipped somewhat along 
with a decline in the futures demand: Some recovery oceurred 
at the end of the week following a report that heavy purchases 
by the Army were expected for first quarter delivery. 


The government request for voluntary price stabilization con- 
tinued to affect cotton futures prices erratically. 


While prices closed above the previous week’s level, they 
were moderately below the high of the week. ; 


Wool trading was at a virtual standstill during the final week 
of the year. There were some sales of foreign wools, but offerings 
of domestic wools were very limited. Price fluctuations were 
small and for most grades remained unchanged. 


Trade Volume Sustained at Record Holiday Level 


Consuiner sales were generally sustained at the record Christ- 
mas-week level in the period ended on Wednesday of last week. 
Total dollar volume was moderately above the level for the cor- 
responding week a year ago, according to Dun & Bradstreet, Inc., 
in its current summary of trade. A favorable response to many 
a sales was deemed responsible for much of the high 
volume. 


_ Post-Yuletide clearances were particularly instrumental in 
maintaining dollar volume in apparel buying. Shoppers in many 
communities increased their purchasing of formal dresses made of 
velveteen and faille, and also of some types of house-dresses. 
Sports clothing was in increased demand, as skirts and blouses 
were sold in large quantity. While the unit volume of men’s suits 
declined somewhat, price increases helped bring dollar volume 
to a point exceeding last year’s level in scattered vicinities. 


There was a moderate rise in retail food purchasing in the 
week with over-all dollar sales considerably above the level of 
a year ago. 


While shoppers generally bought less fresh vegetables than 
during the previous week, a reflection of diminished supplies, 
frozen and canned produce was increasingly popular. 


The buying of house-furnishings by consumers was nearly 
unchanged from last week’s level with total dollar volume appre- 
ciably above the level of a year ago. The interest in furniture 
was cspecially noticeable in many sections; both case goods and 
upholstered lines were sold in large numbers. While there was 
some anticipatory buying of television sets and large appliances, 
the volume of these items continued to be below that of the 
October period. 

Total retail dollar volume in the period ended on Wednesday 
of last week was estimated to be from 2 to 6% above a year ago. 
Regional estimates varied from the levels of a year ago by these 
percentages: 


New England and Northwest +3 to +7; East and Midwest 
+2 to +6; South 0 to +4; Southwest +1 to +5 and Pacific Coast 
+4 to +8. 

There was a slight increase in wholesale ordering in the week 
as the holiday lull came to an end. 

Total dollar volume of orders was appreciably above the level 
for the corresponding period a year ago. Upward price adjust- 
ments in some commodities and increasing military procurements 
were factors in the rise in order volume from last year. The 
number of buyers increased noticeably from the low level of the 
previous week, but was below that of the similar period a year ago. 

Department store sales on a country-wide basis, as taken from 
the Federal Reserve Board’s index for the week ended Dec. 30, 
1950, advanced 21% from the like period of last year. This com- 
pared with an increase of 18% (revised) for the previous week. 
For the four weeks ended Dec. 30, 1950, sales showed a rise of 
11% from the corresponding period a year ago and for the year 
to date registered an advance of 5%. 


Retail trade in New York the past week showed an increase 
in department stores sales over the 1950 week of 12% to 14%. 


According to the Federal Reserve Board’s index, department 
store sales in New York City for the weekly period to Dec. 30, 
1950, advanced 18% from the like period of last year. In the pre- 
ceding week an increase of 18% (revised) was registered above 
the similar week of 1949. For the four weeks ended Dec. 30, 1950, 
an increase of 10% was recorded over that of a year ago, and for 
the year to date, volume advanced 2% from the like period of 
last year. 
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Murray Ward Member 
Of S. F. Stock Exchange 


SAN FRANCISCO, Cal. — The 
election of Murray Ward, Pres- 
ident of Hill, Richards & Co., to 
regular membership in the San 


Francisco Stock Exchange, was 
announced today by Ronald E. 
Kaehler, President of the Ex- 
change. 


Mr. Ward, who is also a mem- 
ber of the Los Angeles Stock Ex- 
change, has been associated with 
Hill, Richards & Co., for the past 
17 years. Other officers of the 
company are: Carey S. Hill, 
Chairman of the Board; Sherman 
Asche, Leo B. Babich and Wm. A. 
Teegarden, Vice-Presidents; John 
S. Thomson, Treasurer; Robert C. 
Smith, Assistant Treasurer, and 
Ruth Butler, Secretary. 

With headquarters in Los An- 
geles, Hill, Richards & Co., has 
eight branch offices, three of 
which are in the Bay Area, San 
Francisco, Oakland and San Jose. 
Hill, Richards and predecessor 
companies have been in the se- 





approxi- 
mately 20 years. This is the third 
corporation to become a member 
firm of the San Francisco Stock 
Exchange. 


Jos. Williams Elected 


Joseph E. Williams, Vice-Pres- 
ident in the Trust Department of 
The Chase National Bank, has 
been elected Chairman of the 
Executive Committee of the New 
York Stock Transfer Association. 


McLaughlin, Reuss Adds 


McLaughlin, Reuss & Co., 1 
Wall Street, New York City, 
members of the New York Stock 
Exchange, announce that Thomas 
E. Feeley has become associated 
with the firm. 


Mead, Miller to Admit 


BALTIMORE, Md.—Mead, Mil- 
ler & Co., 111 East Redwood 
Street, members of the New York 
and Baltimore-Philadelphia Stock 
Exchanges, will admit Frank D. 
Mead to partnership on Jan. 18. 
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Elmer Hammell Is 
Caswell Partner 


CHICAGO, Ill.—Caswell & Co., 
20 South La 
Salle Street, 
members of 
the Midwest 
Stock Ex- 
change, an- 
nounce that 
Elmer WW. 
Hammell 
has been ad- 
mitted as a 
general part- 
ner as of Jan. 
2, 1951. Mr. 
Hammell 
has been with 
the firm’s 
traacdine 
department 
for some years, 


NASD District No. 
Elects Officers 


WASHINGTON, D. C. — The 
members of District No. 11 of the 
National Association of Securities 
Dealers, Inc., recently elected: 

Charles P. Lukens, Jr., Robin- 
son & Lukens, Washington, D. C., 
and George G. Shriver, George G. 
Shriver & Co., Inc., Baltimore, 
Md., to the District Committee, 
representing the securities indus- 
try in this area for a term of three 
years to fill the vacancies created 
by the expiration of the terms of: 

Richard P. Dunn, Auchincloss, 
Parker & Redpath, Washington, 
D. C., and C. T, Williams, Jr., C. T. 
Williams & Company, Inc., Balti- 
more, Md. 

At the meeting of this Commit- 
tee held yesterday, the following 
officers were elected: 

Chairman: G. Fenton Cramer, 
Ferris & Co., Washington, D. C. 

Vice-Chairman: Edward J. Arm- 
strong, Stein Bros. & Boyce, Bal- 
timore. 

Mr. Cramer takes office at 
Chairman succeeding John C. Ha- 
gan, Jr. Donald H. Burns, 1625 
K Street, N. W., Washington, D. C., 
was elected Secretary of the Com- 
mittee. 

District No. 11 comprises the 
District of Columbia and the 
States of Maryland, Virginia, West 
Virginia and North Carolina. 

The members of this District are 
represented on the Board of Gov- 
ernors of this Association by 
Charles H. Pinkerton, Baker, 
Watts & Co., Baltimore, Md. 


Alfred D. Smith With 
Webber-Simpson Go. 


CHICAGO, Ill.—Webber-Simp- 
son & Company, 208 South La 
Salle Street, members of the Mid- 
west Stock Exchange, announce 
that Alfred D. Smith has become 
associated with them in charge of 
the Mutual Fund Department. He 
was Vice-President and General 
Manager of National Quotation 
Bureau in Chicago for 15 years 
and later became western man- 
ager of the Dow-Jones News 
Ticker Service. Recently Mr.Smith 
was sales representative of the 
National Securities and Research 
Corporation in the Chicago area. 


Ball, Burge Opens 
New Dayton Office 


DAYTON, Ohio—Ball, Burge & 
Kraus, members of the New York 
Stock Exchange, have opened a 
Dayton office under the manage- 
ment of Robert Patterson. 

Mr. Patterson, a former partner 
of Green & Brock, now Green & 
Ladd, has associated with him 
Henry Otto and Ralph McCurdy. 

Both these men have been in 
the investment business for 15 to 
20 years and were likewise for- 
merly connected with Green & 
Ladd. 
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Continued from first page 


Are We Falling Into 
History’s Greatest Trap? 


only the beginning. The question 
of German and Japanese arma- 
ments is up in the air. If military 
expenditures are to rise next year 
by another $12 billion, with more 
to come, as is announced already; 
if we have to combat Bolshevism 
by raising the living standards of 
500 or more million “backward” 
Asiatics, and by providing for 300 
million “cultured” Europeans — 
national bankruptcy in one form 
or another and the loss of our 
cherished liberties is to be the 
inevitable price we must pay for 
a shaky peace and a dubious “‘se- 
curity.” 


The Pattern of Aggression 


He would be a poor player who 
does not consider the cards in his 
opponent’s hand. An unemotion- 
al look at the way the Soviets 
play the game shows at once that 
there are two ways by which they 
expand their territory. One is ac- 
tual annexation of neighboring 
countries. Note that they resort to 
this primitive technique of impe- 
rialism—grabbing smaller coun- 
tries outright — very cautiously. 
Bits of Finland, the Baltic states, 
Fastern Poland, etc., are the chief 
victims. In all such instances, and 
this is very significant, Russia was 
permitted to proceed unchal- 
lenged by the other powers. (Tehe- 
ran, Yalta and Potsdam will be 
remembered for a long time.) In 
none of those cases did armed 
conflict with a major power even 
remotely threaten. Contrary to 
Hitler, the Soviet rulers are of the 
“peace-loving” kind; they never 
challenge openly any power 
which they expect to fight back. 
(Finland disappointed them in 
1939-40. Even in that case, the 
Soviets were playing safe: they 
had a free hand because Germany 
and the West were at war.) 

The second method of Russian 
expansion is more subtle and 
more insidious. It consists in en- 
gineering a coup d’etat here and 
a civil war there. Conspicuous ex- 
amples were in Czechoslovakia 
and China. The one was con- 
quered without firing a single 
shot; Benes, laboring under his 
second heart attack, signed on the 
dotted line. Chiang Kai-shek is of 
a different timber; he had to be 
subdued in civil war. But bear in 
mind that in neither case was a 
single Russian soldier directly in- 
volved. And in neither case did 
a third power intervene in favor 
uf the victim. We let the Czech 
bastion of westernism go by de- 
fault and actually helped China 
tumble into the Bolshevist ditch. 
Indo-China is another illustration: 
what was originally a domestic 
underground movement against 
Japan has slipped out of the 
Allied hands and now is being de- 
veloped by local Communists in- 
to a full-scale civil war—without 
open participation by Russia. 

The _ pattern of aggression 
should be clear: the Soviets go as 
far as they can if the United 
States consents or at least does 
not resist. They provide aid and 
comfort to the revolutionaries, 
help them with expert direction, 
materials, and propaganda-wise, 
possibly even with “volunteers.” 
But they most carefully avoid be- 
coming aggressors in the plain 
sense of the word— in the sense of 
originating a World War. That 
pattern is fully documented by 
the records of their unsuccessful 
aggressions. Take the Berlin 
blockade: The Soviets did not 
dare shoot down a single Allied 
transport, and took the humiliat- 
ing defeat on the chin. They lost 
prestige by abandoning support to 
the Greek guerrillas, by quitting 
Iran under our pressure, and by 
not following up their sharp re- 
quests for a “joint” control of the 


Dardanelles. Little Finland, vir- 
tually under Soviet domination, 
threw all Communists out of the 
Cabinet—and nothing happened. 

Or consider Tito. Surely, he is 
a thorn in the Kremlin’s flesh if 
there ever was one; his revolt is 
the greatest slap in the Bolshevist 
face since Hitler stood before 
Moscow, and a threat of ideolog- 
ical schism to the Russian domi- 
nation of the faithful. Also, Yugo- 
slavia’s disaffection looms large in 
the Danubian strategic picture. 
Every method of intimidation was 
used to keep Tito in line. He could 
not miss the fact that if it toox 
Hitler 10 divisions and _ three 
weeks to overrun Yugoslavia, 
Stalin’s some 30 divisions at or 
near the border could do it faster. 
Yet, Tito shows no nervousness, 
and rightly so; no finger has been 
moved on a Russian trigger. A 
Yugoslav diplomat gave this 
writer a very simple explanation: 
Moscow assumes, as Belgrade 
does, that Washington might fight. 
That stops Moscow. 

The pattern of Russian aggres- 
sion should be clear—and the pat- 
tern of Russian non-aggression, 
too. It all depends on a word or 
gesture on our part. If we indi- 
cate tolerance shall we call it 
appeasement?—the command “Va- 
taku” will go out in Russian or in 
some other language. That is ex- 
actly what happened in Korea. 
Evidently, they thought they coul 
present us with the accomplish- 
ed fact of South Korea’s conquest. 
And they had every reason to 
expect that. We had given more 
than one indication that we would 
not fight for South Korea. We not 
only withdrew from that penin- 
sula, we also left it without mili- 
tary equipment, advisers and lead- 
ership. We went so far as to an- 
nounce publicly that South Korea 
could not be defended and was 
not worth defending. An array of 
generals and other experts told 
Congress just that in the spring of 
1948 in explanation of our with- 
drawal. A diplomatic and military 
vacuum was created which is what 
attracts the would-be conqueror. 
All he had to do, it appeared, was 
to walk in, with no risk involved. 

But then, one may ask, what 
about the Chinese aggression in 
Korea? Apparently this is a new 
“pattern”: when expansion by way 
of domestic revolution is stopped, 
a Satellite steps in from the out- 
side. (And Peiping is Moscow’s 
Satellite, let’s have no doubt about 
that. For one thing, Mao has com- 
mitted himself so deeply that no 
appeasement could drag him out 
any more, if indeed there ever 
was a chance for that.) Does that 
not imply that the Soviets are 
merely holding back, letting the 
others do the “dirty work” and 
waiting to step in at the crucial 
moment? In reality, the Chinese 
invasion of Korea proves nothing 
of the sort. 

Certainly, it is part and parcel 
of Russia’s overall policy. But we 
brought it on ourselves by assur- 
ing in advance the Chinese ag- 
gressor’s immunity. From the out- 
set, Peiping received such assur- 
ances from London and New 
Delhi. To avoid a mistake, it first 
sent “volunteers.” Washington an- 
swered with repeated assurances, 
in words and deeds, that come 
what may we shall not retaliate 
by declaring war and bombing 
China. The U.N. suggested a neu- 
tral zone, guarantees (to protect 
the aggressor! ), etc. In short, there 
was little doubt left that we will 
take it on the chin. That is ex- 
actly what we are doing. And 
Russia wins a new Satellite, in 
addition to the tremendous pres- 
tige gain—who in Asia will be- 
lieve again in our liberating ora- 
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tory?—and the diplomatic victory 
by splitting wide open the “free- 
dom-loving” front of the U.N. All 
of which could not have occurred 
if we had made it plain that we 
meant “business,’ and acted ac- 
cordingly. 

The lesson should be obvious. 
Russia is anxious to avoid the risk 
of a real war. If she were in 
possession of ample super-weap- 
ons to quickly knock out our 
major cities, no Humanitarian or 
moral reason would inhibit the 
gentlemen of the Politburo. It 
should be equally evident that 
their military supremacy in terms 
of ground forces, tanks, etc., over 
the rest of us does not satisfy 
them as a guarantee of victory. 

The lesson may be formulated 
this way. To avoid Russian ag- 
gression, we have to make it plain 
what it is we will fight for. The 
number one condition of a sound 
American approach is, therefore, 
to quit waiting for the next Rus- 
sian move and playing foreign 
policy by ear on a day-to-day 
basis as we have up until now. 
Let us stop improvising and “con- 
taining’”’ Russia, which is what we 
still do in effect. Instead, let’s call 
the shots in advance ourselves, 
backed by U. N. endorsement. It 
should be made absolutely clear, 
without leaving the _ slightest 
doubt, what the points and lines 
are which we are to protect if 
threatened by Bolshevist revolt 
from within—by whatever name 
it goes—or by way of aggression 
from without. 

The choice between two alter- 
natives cannot be sidestepped 
any longer: either we restrict the 
scope of our foreign policy to this 
hemisphere, or we expand be- 
yond, In the latter case, we must 
formulate and enforce a new 
Monroe Doctrine to cover global 
commitments. It should specify 
the area which cannot and must 
not become Bolshevist, abandon- 
ing the naive idea that we have 
no right to consider “civil wars” 
in other countries as anything but 
their private affairs. It must state 
definitely the circumstances to be 
considered as constituting the case 
for irrevocable counter-action. 

Such is the fundamental rule 
of international conduct which we 
did not follow until now. Had we 
done so, “Korea” could not have 
occurred, nor “Prague” or 
“China,” for that matter. 


The Cards Are Not Stacked in 
Favor of Russia 

It might be well to remember 
the hysteria of last July and 
August. The Chinese Reds, you 
could read in the papers, might 
invade Formosa (by swimming 
100 miles, presumably). The com- 
ing Russian attack on Iran or 
Turkey was plainly evident. Any 
minute, the Danubian satellites 
would overrun Tito’s land. And 
that the German Federation was 
just another South Korea to the 
175 Russian divisions “lined up” 
east of the Elbe, was beyond 
doubt. (In reality, two Russian 
divisions are about equal to one 
American, and the 175 of them 
are spread out between Berlin 
and Vladivostok, 7,000 miles 
apart.) Such was the atmosphere 
in which this nation was making 
its plans and planning its com- 
mitments. Nothing of the sort 
having materialized, a few after- 
thoughts may be timely. 


Let us try to think as an ag- 
gressor does, bent on conquest. 
Every criminologist will tell you 
that he never would catch a pro- 
fessional thief if he did not put 
himself—mentally—in the rascal’s 
place and figure out his tricks. 
Now then, what is the first thing 
an international highwayman 
has to consider? Obviously, it is 
the same thing his small-time 
counterpart has to bear in mind: 
how to “get away with it.” It 
does not do to win battles, to 
overrun and to rob neighbors if 
one loses out in the end. The end 
is what matters. How does one 
make sure not only to get the 


booty, but also to hold it for good? 

Take a page from history, Re- 
member the Kaiser’s generals, 
how they figured when they de- 
clared war in 1914? Germany and 
the Austrian monarchy, between 
them, represented at the time the 
greatest military power, the best- 
equipped and most mobile army 
in a superb strategic position. The 
Germans were sure that they 
would whip the French within 
two months—they chose the road 
by way of an undefended Belgium 
in order to move fast—while the 
Austrians were supposed to hold 
the slowly mobilizing Russians in 
check, The British would never 
ceclare war; anyway, their heip 
would be too little and too late. 
Peace would be dictated in Paris 
and the whole weight of the Cen- 
tral European armies would de- 
cend upon Russia. 

Those were the essentials of the 
Schlieffen Plan, as it was known. 
It was all figured out with clock- 
like precision by the highly 
vaunted general staff of that age. 
It almost worked. It would have 
worked in spite of Britain’s deter- 
mination to stand by France if 
the huge forces of Grand Duke 
WNicolaj Nicolaevich had not rolled 
over the Austro-Hungarians. Some 
ten divisions of the Reich had to 
be dispatched from the western to 
the eastern front, and the German 
army was stymied on the Marne. 
The best general staff had made a 
mistake in reckoning. (Maybe 
Clemenceau was right when he 
said that war is too serious a mat- 
ter to be left to the generals.) 

In 1914, no general dreamed of 
an American army coming to the 
rescue of western Europe. As a 
matter of fact, German diplomacy 
cxpected the Americans to stay 
friendly, or at least definitely 
neutral. The Kaiser never would 
have embarked on that fateful 
venture if he had an inkling that 
it would last four years. As one 
who lived there at the time, fol- 
lowed the press and had contact 
with the higher-ups in Germany’s 
ruling bureaucracy, I can speak 
with direct knowledge, supported 
by the testimony of relevant 
memoirs and historical studies. 
No one expected that war to last 
more than a few months. 

Nor did Hitler in his turn an- 
ticipate a long war. His whole 
strategy was built on the famous 
blitzkrieg and its psychological 
effects. He timed the attack when 
he was much better prepared than 
his opponents. He had assured 
himself of the*virtual alliance of 
Russia, Italy and Japan. He reck- 
oned to finish Poland in three 
weeks (which he did) and to 
bully an isolated France and Brit- 
ain into a fresh appeasment. His 
first disappointment was France’s 
and Britain’s refusal to comply. 
Even then, when his Armageddon 
turned against the West, he had 
ample reason for the certainty of 
winning in the short run, before 
America would or could enter the 
field. 

The point is that no modern 
aggressor dares to “aggress” un- 
less he is certain of a quick vic- 
tory. No government in its right 
mind attacks a great power know- 
ing or assuming that the war will 
last years and that then its final 
outcome will be dubious. The Pol- 
itburo bosses may be “crazy,” but 
they are not fools, especially when 
the ultimate issue of their very ex- 
istence is at stake. As a matter of 
fact, they have proved themselves 
extremely shrewd _ operators. 
Their record speaks a clear lan- 
guage, a record which seems to be 
overlooked on this side of the Iron 
Curtain. Every bit of it shows that 
the Bolshevist leadership, what- 
ever else it may be, is not an out- 
fit of irrational gamblers. In in- 
ternational relations they commit 
biunders—don’t we too?—but they 
do not embark on military adven- 
tures without wel1l-considered 
sifting of the prospects. They do 
fight with everything they have 
when attacked (a fact which is 
worth remembering), but are not 
likely to start something unless 
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the chances appear to be over- 
whelmingly in their favor — at 
least as much as they had ap- 
pi to the Kaiser and to Hit- 
er. 


Weighing the Chances 


We will do well to consider it 
axiomatic that the Soviet leaders 
are well informed on our actual 
and potential strength (probably 
much better than we are on 
theirs); and that they decide in a 
rational fashion about the eco- 
nomic, political and _ military 
chances of a conflict (just as we 
should). That means in practice 
that before undertaking any ag- 
gression they have to make up 
their minds on the _ following 
questions: 


Will it mean war with the U. 
S., the only vower they fear? 


If yes, can they annihilate this 
nation, or break its will te resist, 
within a short time? 


If it should turn out te be a 
long war, what are the prospects 
of victory in view of relative 
manpower, resources, help from 
allies, morale of the pepulatiens, 
etc.? 


What would happen in a long 
war? Perhaps, the Russians might 
overrun most of Europe and Asia, 
though it should not be a joy- 
ride, particularly not through the 
Channel, the Pyrenees, the rugged 
mountains and deserts which pro- 
tect Turkey and the Middle East, 
to say nothing of the Himalaya. 
But then, what? The U. S. Army 
was not, at the Kaiser’s and Hit- 
ler’s start, either in Europe or 
Asia. In the next war, it might be 
everywhere, with its power based 
on a home hemisphere that could 
not be successfully invaded. Nor 
could it be starved by blockade. 
Under any circumstances, how 
could Russia subdue America in 
a long war in view of our obvi- 
ous and well-known technologi- 
cal and industrial supremacy? By 
undermining this nation’s morale 
and creating domestic civil war? 
The Soviet armies, with millions 
of subjugated peoples at their 
back, would have to fear just that. 


We are back where we started: 
a short war, a bl-tzkrieg, is the 
only kind that pays dividends 
worth an aggressor’s serious con- 
sideration. But that presupposes 
much more than Russian advan- 
tage in atomic and related weap- 
ons, even if such an advantage 
exists, which is doubtful, to say 
the least. It presupposes a supe- 
riority in destructive power that 
is decisive, that does not permit 
retaliation on an effective scale 
and eliminates the defender’s 
ability to recuperate. As long as 
America does not have to fear 
anything of that sort, even a gi- 
gantic Pearl Harbor would result 
in the ultimate doom of Bolshe- 
vism. The masters of the Krem- 
lin, who have the Kaiser’s and 
Hitler’s fate before their eyes, 
could not fail to realize that. 


Is Bankrupting America the 
Answer? 

The foregoing analysis should 
make it clear what we are con- 
fronted with—and what we are 
not. 


The uninhibited Russians are 
out to do what we expect from 
them: to trouble the international 
waters and to fish in the troubled 
waters. Why did they not over- 
run Europe before June 25 while 
they probably had more armed 
men and more arms on hand than 
all the rest of the world put to- 
gether? By this time, they could 
have swallowed the arsenals of 
the Ruhr and now could be en- 
joying the beauties of Paris and 
Rome. And what are they wait- 
ing for now? Since our new re- 
armament is in process, their mil- 
itary lead is diminishing by the 
hour. There is no sign of Russian 
mobilization or war preparation 
having increased since June 25. 
As a layman in military matters, 
one wonders why we are driving 








to bankrupt ourselves (and in- 
cidentally, also our allies) while 
Mr. Stalin is waiting for us to get 
ready to attack him? If he had 
any means to crush us, this would 
be the “12th hour” to do so be- 
fore we are prepared to crush 
him. 

Russia’s idea is not, when and 
how to start World War III. That 
would be a desperate move. Con- 
sider, too, Marxist ideology which 
notoriously has relevance to Rus- 
Sian policy. It counts on the 
breakdown of capitalism, on a 
great American crisis with mass- 
unemployment to come as sure as 
the sun sets every day. When our 
tree disintegrates from within, 
and our living standards take a 
nose-dive, that will be the time 
to pick the fruit. Indeed, the saf- 
est way for Russia to liquidate 
America is by bankrupting it. 
Since they cannot win a lightning 
war and cannot in their right 
senses risk a long one, there is 
nothing left for them but to un- 
dermine our system and to dilute 
our financial blood by cold wars. 
That is our problem: not war with 
Russia, but economic and political 
deterioration due to “peaceful” 
preparations, with disintegration 
of national morale in its wake. 

Are we falling into history’s 
greatest trap? It seems so, judg- 
ing by the recent Washington re- 
port of the “Wall Street Journal” 
which quoted one of the Presi- 
dent’s aids: “We’re making plans,” 
he says “for a new Truman pol- 
icy to police the world and keep 
the peace and hold the Russians.” 
This global policy of arming to 
the teeth and spending to the 
bottom of the purse may last “All 
Our Lives.” The report is well 
sustained from “inside” quarters. 


We must “Prevent a ‘Korea’ in 
Western Europe,” pontificates a 
former Undersecretary of the 


Army (as if a “Korea” would be 


in the offing there), and the As-* 


sistant Secretary of the Air Force 
solemnly demands we must “‘mar- 
shal all our resources.” What that 
means, the Secretary of Com- 
merce doomly forecasts, is prep- 
aration against an invasion of 
the United States! He does not 
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delve into details, whether the 
Russkis will land miraculously by 
boat in New York, drive half- 
frozen through Alaska and the 
Arctics, or jump by parachutes 
straight on Kansas City. 

The subconscious idea or ideal 
in back of these well-meaning 
minds is remarkably similar to 
that of old Sparta—and of 17th 
Century Prussia — nay, of Soviet 
Russia itself. In reality, we need 
neither to build ourselves into a 
permanent garrison on a world- 
wide scale, nor to indulge perma- 
nently in a global raising of liv- 
ing standards—as if our resources 
were unlimited, as if all that 
could be done without total regi- 
mentation and impoverishment of 
this country (and, incidentally, of 
our Allies as well). We can have 
both “guns and butter,” high liv- 
ing standards and ample arma- 
ments, if we keep the latter in the 
bounds of a minimum adequate 
to the necessities of a lightning 
war. We can keep down arma- 
ments if we do not arm in the 
atomic age for a pre-atomic war- 
fare. What we need is the right 
kind of foreign policy backed by 
the right kind and measure of 
arms. What we have to emphas- 
ize is, in the words of a military 
expert like Hanson W. Baldwin, 
“readiness potential, rather than 
mobilization potential.” More pre- 
cisely, all that is necessary should 
be marshalled and mobilized 
against the enemy’s potential blitz- 
attack and for retaliation by a 
counter-blitz; beyond that, the 
idea of an all-round Maginot Line 
of total security is simply pre- 
posterous. “Those nations that 
have tried to make themselves 
impregnable have become either 
garrison states or _ bankrupt 
states.” A nation that tries to 
make half-the-globe impregnable 
must become a bankrupt garrison. 


[ Editor’s Note: The “Chron- 
icle”’ invites comments on the 
views expressed by Dr. Palyi 
or on any related phase of the 
subject. Letters should be ad- 
dressed to Editor, Commercial 
and Financial Chronicle, 25 
Park Place, New York 7, N.Y.] 


President Pleads for 
War Potential Build-Up 


own country, has done enough yet. 
But real progress is being made. 

Together, we have worked out 
defense plans. The military lead- 
ers of our own country took part 
in working out these plans, and 
are agreed that they are sound 
and within our capabilities. 

To put these plans into action, 
we sent to Europe last week one 
of our greatest military command- 


ers, General Dwight D. Eisen- 
hower. 
General Eisenhower went to 


Europe to assume command of the 
united forces of the North Atlantic 
Treaty countries, including our 
own forces in Germany. 

The people of Europe have con- 
fidence in General Eisenhower. 
They know his ability to put to- 
gether a fighting force of allies. 
His mission is vital to our secu- 
rity. We should all stand behind 
him, and give him every bit of 
help we can. 

Part of our job will be to rein- 
force the military strength of our 
European partners by sending 
them weapons and equipment as 
our military production expands. 


Assistance to Near and Far East 


Our program of military assist- 
ance extends to nations in the 
Near East and the Far East which 
are trying to defend their free- 
dom. Soviet communism is trying 
to make these nations into col- 
onies, and to use their people as 
cannon fodder in new wars of 


conquest. We want their people 
to be free men and to enjoy peace. 

Our country has always stood 
for freedom for the peoples of 
Asia. Our history shows this. We 
have demonstrated it in the Phil- 
ippines, We have demonstrated it 
in our relations with Indonesia, 
India, and China. We hope to join 
in restoring the people of Japan 
to membership in the community 
of free nations. 

It is in the Far 
have taken up arms, under the 
United Nations, to preserve ihe 
principle of independence for free 
nations. We are fighting to kecp 
the forces of communist aggres- 
sion from making a slave state out 
of Kovea. 

Korea has tremendous signifi- 
cance for the world. It means that 
free nations, acting through the 
United Nations, are fighting to- 
gether against aggression. 

We understand the importance 
of this best if we look back into 
history. If the democracies had 
stood up against the invasion of 
Manchuria in 1931, or the attack 
on Ethiopia in 1935, or the seizure 
of Austria in 1938, if they had 
stood together against aggression 
on those occasions as the United 
Nations has done, the whole his- 
tory of our time would have been 
different. 

The principles for which we are 
fighting in Korea are right and 
just. They are the foundations of 
collective security and of the fu- 


East that we 


ture of frec nations. Korea is not 
only a country undergoing ihe 
torment of aggression; it is also a 
symbol. It stands for right and 
justice in the world against op- 
pression and slavery. The free 
world must always stand for these 
principles—and we will stand witha 
the free world. 

As the third part of our pro- 
gram, we will continue to work 
for peaceful settlements of inter- 
national disputes. We will support 
the United Nations and reinain 
loyal to the great principles of 
international cooperaiion laid 
down by its Charter. 


We are willing, as we have al- 
ways been, to negotiate honorable 
settlements with the Soviet Union. 
But we will not engage in ap- 
peasement, 


The Soviet rulers have made it 
clear that we must have strength 
as well as right on our side. Ii 
we build our strength—and we 
are building it—the Soviet rulers 
may face the facts and lay aside 
their plans to take over the world. 

That is what we hope will hap- 
pen, and that is what we are try- 
ing to bring about. 

That is the only realistic road 
to peace. 

These are the main elements of 
the course our nation must follow 
as a member of the community of 
free nations. These are the things 
we must do io preserve our secu- 
rity and help create a _ peaceiul 
world. But they will be successful 
only if we increase the strength 
of our own country. 


Big Home Job To Do 

Here at home we have some 
very big jobs to do. We are build- 
ing much stronger military forces 
—and we are building them fast. 
We are preparing for full war- 
time mobilization, if that should 
be necessary. And we are con- 
tinuing to build a strong and 
growing economy, able to main- 
tain whatever effort may be re- 
quired for as long as necessary. 

We are building our own Army, 
Navy, and Air Force to an active 
strength of nearly three and a 
half million men and women. We 
are stepping up the training oi 
the ieserve forces, and establish- 
ing more training facilities, so 
that we can repidly increase our 
active forces far more on short 
notice. 

We are going to produce all the 
weapons and equipment that such 
an armed force will need. Fur- 
thermore, we will make weapons 
for our allies, and weapons for 
our Own reserve supplies. On top 
of this, we will build the cavacity 
to turn out on short notice arms 
and supplies that may be needed 
for a full scale war. 

Fortunately, we have a gcoud 
start on this because of our enor- 
mous plant capacity and the 
equipment on hand from the last 
war, For example, many combat 
ships are being returned to active 
duty from the “mothball fleet” 
and many others can be put into 
service on very short notice. We 
have large reserves of arms and 
ammunition and thousands of 
workers skilled in arms produc- 
tion. 

In many cases, however, our 
stocks of weapons are low. In 
other cases, those on hand are noi 
the most modern. We have made 
remarkable technical advances. 
We have developed new types oi 
jet planes and powerful new tanks. 
We are concentrating on produc- 
ing the newest types of weapons 
and producing them as fast as we 
possibly can. 

This production drive is more 
selective than the one we had 
during World War II, but it is just 
as urgent and intense. It is a big 
program and a costly one. 

Let me give you two concreie 
examples. Our present prozgrain 
calls for expanding the aircraft 
industry so that it will have the 
capacity to produce 50,000 modern 
military planes a year. We are 
preparing the capacity to produce 
35,000 tanks a year. We are not 


now ordering that many planes or 
tanks, and we hope that we never 
have to, but we mean to be able 
to turn them out if we need them. 

The planes we are produeing 
now are a lot bigger—and a ‘lot 
better—than the planes we had 
during the last war. 


We used to think that the B-17 
was a huge plare, and the block- 
buster it carried was a huge load. 
But the B-36 can carry five of 
those block-busters in its beliy, 
and it can carry them five times 
as far. Of course, the B-36 is 
much more complicated to build 
than the B-17, and far more ex- 
pensive, One B-17 costs about 
$275,000, while now one B-36 
costs about $342 million. 

I ask you to remember that what 
we are doing is to provide tne 
best and most modern military 
equipment in the world for our 
fighting forces. 

This kind of defense production 
program has two parts. 

The first part is to get our de- 
fense production going as fast as 
possible. We have to convert 
plants and channel materials to 
defense production. 

This means heavy cuts in the 
civilian use of copper, aluminum, 
rubber and other essential ma- 
terials. It means shortages in 
various consumer goods. 

The second part is to increase 
our capacity to produce and io 
keep our economy strong for the 
long pull. We do not know how 
long communist aggression will 
threaten the world. 

Only by increasing our output 
can we carry the burden of pre- 
paredness for an indefinite period 
in the future. This means that we 
will have to build more power 
plants, and more steel mills, grow 
more cotton, mine more copper, 
and expand our capacity in many 
other ways. 


A Ten-Point Program 


The Congress will need to con- 
sider legislation, at this session, 
affecting all the aspects of our 
mobilization job. The main sub- 
jects on which legislation will be 
needed are: 

First, appropriations 
military build-up. 

Second, extension and revision 
of the Selective Service Act. 

Third, military and economic 
aid to help build up the strength 
of the free world. 

Fourth, revision and extension 
of the authority to expand pro- 
duction and to stabilize prices, 
wages, and rents. 

Fifth, improvement of our agri- 
cultural laws, to help obtain the 
kinds of farm products we need 
for the detense effort. 

Sixth, improvement of our la- 
bor laws to help provide stabie 
labor-management relations and 
to make sure that we have steady 
production in this emergency. 

Seventh, housing and training 
of defense workers, and the full 
use of all our manpower resources. 

Eighth, means for increasing the 
supply of doctors, nurses, and 
other trained medical personnel 
critically needed for the defense 
effort. 

Ninth, aid to the States to mect 
the most urgent needs of our ele- 
mentary and secondary schools. 
Some of our plans will have to be 
deferred for the time being. But 
we should do all we can to make 
sure our children are . being 
trained as good and useful citi- 
zens in these critical times ahead. 

Tenth, a major increase in taxes 
to meet the cost of the deiense 
effort. 

The Economic Report and ie 
Budget Message will discuss these 
subjects further. I 


for our 


In addition, ! 
shall send to the Congress special 
messages containing detailed rec- 
ommendations on legisiation 
needed at this session. 

In the months ahead, the gov- 
ernment must give priority to ac- 
tivities that are urgent—like mil- 
itary procurement and atomic 
energy and power development. 
It must practice rigid economy in 
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its non-defense activities. Many 
of the things we would normally 
do must be curtailed or post- 
poned. 


But in a long-term defense ef- 
fort like this one, we cannot neg- 
lect the measures needed to main- 
tain a strong economy and a 
healthy democratic society. 


The Congress, therefore, should 
give continued attention to the 
measures which our country will 
need for the long puil. And it 
should act upon such legislation 
as promptly as circumstances per- 
mit. 


Must Round Out Social Insurance 
System 


To take just one example—we 
need to continue and complete the 
work of rounding out our system 
of social insurance. We still need 
to improve our protection against 
unemployment and old age. We 
still need to provide insurance 
against loss of earnings through 
sickness, and against the high 
costs of modern medical care. 


Above all, we musi remember 
that the fundamentals of our 
strength rest upon the freedoms of 
our people. We must continue our 
efforts to achieve the full realiza- 
tion of our democratic ideals. We 
must uphold freedom of speech 
and freedom of conscience in our 
land. We must assure equal rights 
and equal opportunities to all our 
citizens. 

As we go forward this year in 
the defense of freedom, let us 
keep clearly before us the nature 
of our present effort. 


We are building up our strength, 
in concert with other free nations, 
to meet the danger of aggression 
that has been turned loose on the 
world. The strength of the free 
nations is the world’s best hope 
of peace. 


A Plea for Unity 

I ask the Congress for unity in 
these crucial days. 

Make mistake about my 
meaning. I do not ask, or expect, 
unanimity. I do not ask for an 
end to debate. Only by debate 
can we arrive at decisions which 
are wise, and which reflect the 
desires of the American people. 
We do not have dictatorship in this 
country, and we will never have it. 

When I request unity, what I 
am really asking for is a sense of 
responsibility on the part of 
every member of this Congress. 
Let us debate the issues, but let 
every man among us weigh his 
words and deeds. There is a sharp 
difference between harmful crit- 
icism and constructive criticism. 
If we are truly responsible as in- 
dividuals, I am sure that we will 
be unified as a government. 

Let us keep our eves on the 
issues and work for the things we 
all believe in. 

Let each of us put our country 
ahead of our party, and ahead of 
our own personal] interests. 

I had the honor to be a member 
of the Senate during World War 
II, and I know from experience 
that unity of purpose and of effort 
is possible in the Congress without 
any lessening of the vitality of 
our two-party system. 

Let us all stand together as 
Americans. And let us stand to- 
gether with all men everywhere 
who believe in human liberty. 

Peace is precious to us. It is 
the way of life we strive for with 
all the strength and wisdom we 
possess. But more precious than 
peace are freedom and _ justice. 
We will fight, if fight we must, 
to keep our freedom and to pre- 
vent justice from being destroyed. 

These are the things that give 
meaning to our lives, and which 
we acknowledge to be greater 
than ourselves. 

This is our cause—peace, free- 
dom, justice. 

We will pursue this cause with 
determination and humility, ask- 
ing Divine Guidance that in all 
we do we may follow God’s will. 


no 
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Business and the 
Federal Government 


and musing at how this was ac- 
complished, and what lies ahead 
of us. 

The more I read of opinions on 
the subject, I find that an extraor- 
dinarily high percentage of the 
commentators constantly make 
fiat assertions as fact, without 
qualifying them as being mere 
opinions, stated, however, as fact. 
There is an old English saying 
coming down from the days of the 
Crown Prosecutor—‘He who as- 
serts must prove.” 

Obviously in the realm of opin- 
ions, complete and absolute proof 
is, in many cases, impossible. Over 
the Engineer’s Club in Dayton, 
there is the following: 

“IT often say ... thai when you 
can measure what you are speak- 
ing about, and express it in num- 
bers, you know something about 
fit; but when you cannot measure 
it, when you cannot express it in 
numbers, your knowledge is of a 
meagre and unsatisfactory kind; 
it may be the beginning of knowl- 
edge, but you have scarcely, in 
your thoughts, advanced to the 
etage of science, whatever the 
matter may be.’—Lord Kelvin. 

I feel that we must except 
spiritual convictions from this 
quotation, as I am sure that the 
author of it is referrirg to busi- 
ress, and I think we all agree 
that scientists, physicists, and all 
dealing with exact science reach 
true and complete knowledge, 
while the rest of us are groping 
with cause and effect, with very 
very meagre knowledge of how 
the human animal will react as 
some new experiments of an 
ideological nature are tried. 

In the past decade, many, many 
jlisted companies have almost 
trebied their volume of business, 
and maintained approximately the 
&éame percentage of profits, after 
taxes, on sales. This is so despite 
the fact that taxes have mounted 
unbelievably, and wages have 
spiraled. 

In this period, bank 
have more than doubled 
have said “naturally” have dou- 
bled, but the use of the word 
“naturally” in this connection is 
Opinion. However, how can busi- 
mess do three times the dollar voi- 
ume without necessarily having to 
keep at least twice the bank bal- 
ances? 

Incidentally, individuals under 
present income tax rates find 
themselves with much larger bank 
balances at the year-end than 
they have ever seen before in 
their lives, due to the fact that 
they have heavy income tax pay- 
ments to make on Jan. 15 and 
March 15—some of you may be 
aware of this fact! Therefore, how 
can it help but be substantia!ly 
true that at this present moment, 
bank deposits are up because of 
dollar volume of business and 
tax accumulations? 


deposits 
I might 


Increase in Bank Deposits Not 
Disproportionate 

When discussing “Business and 
the Federal Government,” the 
prime subject seems to be infla- 
tion. I would like to quote from 
Webster’s International Diction- 
ary, and give you the definition 
of “inflation” therein: 

“Disproportionate and relatively 
sharp and sudden increase in the 
quantity of money or credit, or 
both, relative to the amount of 
exchange business. Such increase 
may come as a result of unex- 
pected additions to the supply of 
» precious metals, as in the period 
following the Spanish conquests in 
Central and South America or the 
pericd following the opening up 
of large new gold deposits: or it 
may come in times of business 
activity by expansion of credit 


through the banks: or, it may 
come in times of financial diffi- 
culty by governmental issues of 
paper money without adequate 
metallic reserve and without pro- 
visions for conversion into stand- 
ard metallic money on demand. 
In accordarce with the law of the 
quantity theory of mcney, infla- 
tion always produces a rise in the 
price ‘level.”’ 

You will note that the word 
“disproportionate” is used, when 
defining the quantity of money. 
I submit that the increase in vank 
deposits and the money in Cir- 
culation at this time is not dis- 
proportionate to the volume of 
business, the cost of living, and 
the taxes which companies and 
individuals have to pay. 

It strikes me that as more and 
more men are withdrawn from 
production and put in uniform, 
or withdrawn for civilian work in 
connection with military require- 
ments, unless a similar number of 
people are released from present 
government jobs, fewer people 
will nave to produce not only as 
mucn as before, or approximately 
so, but also produce war ma- 
terials and supplies, and we will 
shortly be entering into a period 
of tremendous overtime pay un- 
less something is done about it. 

Payroll money, in the main, is 
the available spending power of 
all of us. The phrase is used “The 
volume of money and credit avail - 
able for spending.” It strikes me 
that the payroll is the numbcr one 
factor. In my opinion, actual 
money in circulation and total 
bank deposits go up as a conse- 
quence of higher prices, but the 
two really inflationary factors are 
payrolls and taxes, as they go 
up and up. The short work weck 
will inevitably mean tremendous 
overtime money which, in my 
opinion, nothing can keep froin 
being very largely spent, and I 
do not believe that the American 
people are ready to be told that 
part of their pay can, under no 
circumstances whaisoever, be 
spent, 

Now as to credit. Higher inven- 
tories in dollars cause corporation 
borrowing. As the young people 
marry, housing requirements 
cause mortgage lending in the 
natural course of events. Plant 
expansion is imperatively neces- 
sary to lower costs and requires 
borrowing. Statistically, payrolls 
and salaries make up the spending 
money. For this reason I feel that 
rather than making efforts to con- 
trol the economy, we should aban- 
don the short work week, stop 
subsidies of any nature, and stop 
stockpiling in an effort to control 
prices of agricultural products, 
and only stockpile for military 
and defense requirements. 


Higher Taxes Put Up Prices 


I have a strong feeling that 
higher taxes put up prices, as you 
know perfectly well that in your 
company your goal is percentage 
to sales, after taxes, and you price 
your goods accordingly. Corpora- 
tion costs govern prices, and 
wages and taxes are costs in the 
eyes of top corporation manage- 
ment. If I am right in saying that 
all taxes are a part of the cost to 
the manufacturer or merchant, it 
would seem to follow, that the 
higher taxes go, the higher will 
prices go! If then there be a dan- 
ger point in taxes, we well may 
have passed it now. 

As people are unable to buy 
television and automobiles be- 
cause of credit restrictions, in my 
opinion many promptly buy some- 
thing else, thereby increasing the 
demand for other articles, and as 
the manufacturers find their sales 
going downward, they have to 
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raise prices to keep up a decent 
margin of profit, due to the fact 
that general overhead, general 
administration, etc., goes on at 
the same rate as before, and has 
to be allocated to fewer units of 
production. 


I think we should all deny vig- 
orously that bank credit policies 
have been out of line, and are a 
fundamental inflation cause. If 
one spells out the double-entry 
bookkeeping involved in the op- 
erations of the Federal Reserve 
Banks and all of the member 
banks, it seems to me abundantly 
clear that loans and deposits of 
member banks go up as the dollar 
volume of business goes up, being 
therefore the result not the 
cause— of higher prices. 

The Federal Reserve Act was 
passed with the following pre- 
amble: 


“An Act to provide for the 
establishment of Federal reserve 
banks, to furnish an elastic cur- 
rency, to afford means of redis- 
counting commercial paper, to 
establish a more effective super- 
vision of banking in the United 
States, and for other purposes.” 

The panic of 1907 had taught us 
that our paper money supply was 
not elastic, all of the then avail- 
able government bonds had been 
pledged to secure National Bank 
notes, and a sudden demand for 
currency went beyond the amount 
legaliy available. 

Ensuing study and arguments 
resulted in the recognition of the 
above mentioned fact that as busi- 
ness grows and expands, there is 
need for elasticity in pocket mon- 
ey and bank deposit money, to 
avoid either currency or credit 
squeezes, 

When one looks at the Federal 
Resevve balance sheet, one cannot 
help but realize that the large 
holding of government bonds by 
the Federal and by the member 
banks has: resulted in the plain 
fact that government bonds them- 
selves have become the means by 
which member banks, as a whole, 
can increase their balances with 
the Federal Reserve and simi- 
larly, government bonds become 
the only medium by which mem- 
ber banks, as a whole, can with- 
draw funds from the Federal. 


Effect of Reserve Requirements 

It is hard to express this in a 
f-w words, but by and large, now 
that the Federal Reserve has an- 
nounced an increase in Reserve 
requirements, the net result will 
be that the Federal will own more 
government bonds, and the mem- 
ber banks less, thereby depriviag 
the banks of the present income 
on those bonds. How this action 
can have any material effect on 
our lending policies, I fail to see, 
as the member banks all have 
such strong holdings of govern- 
ment bonds that the reduction in 
the total bonds held will be minor. 

Secondly, we know that every 
time we lend money to a cus- 
tomer, that money will be used 
by the customer either to acquire 
other assets or to pay bills in- 
curred; therefore, we know full 
well that taking all of the banks, 
as a whole, as loans go up, de- 
posits go up, and each separate 
bank can be quite sure that if its 
lending is merely at the average 
increase for the country, they wiil 
also get the average increase in 
deposits. 

The above fact seems to me to 
also apply to government bonds 
owned by member banks. As our 
deposits go up more than we lend, 
we buy government bonds, and as 
deposits go down more than we 
lend, we sell government bonds— 
the fact being that for the banks, 
as a whole, there ordinarily are 
about as many purchasers for 
government bonds as there are 
sellers. Federal Reserve’s portfolio 
of government bonds has fluctu- 
ated unimportantly during this 
whole calendar year, the change 
being only in maturities. 

The above adds up to the ques- 
tion as to why so many writers 


seem to concur in the statement 
that increasing bank deposits are 
inflationary, and that bank lena- 
ing should be curbed. Is it not 
true that deposit money is merely 
a tool of production? 

In conclusion, I wceuld like to 
say that I keep wondering whether 
man has acclimated himself to one 
of the many remarkable inven- 
tions made by man, namely, dou- 
ble-entry bookkeeping. 

Many people speak about money 
and credit as though it came out 
of a barrel and consumed as taken 
out. 

As previously stated, a loan 
made by a bank can start off a 
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chain of reaction of liquidation of 
other debts, or can in turn in- 
crease both sides of the ledger. 
The French inflation, in my 
opinion, was clearly the result of 
a breakdown in the credit of the 
government, using the printing 
press because they had no other 
means of raising money. That is 
why business must tell] our gov- 
ernment over and over again that 
the King can do wrong, that our 
government must observe the 


business rule which applies te 
companies and individuals, name- 
ly, when planning expenditures, 
we must ask “Can we afford it?” 





Looks for Decline in Rate of Savings 


George L. Bliss, President of Century Federal Savings Associa- 
tion of New York City, points out savings rate has been declin- 
ing since 1944, and reversal of this trend cannot be expected 
unless serious shortage of consumer goods develops, and 
government sponsors program of patriotic savings. 


Executives of thrift institutions 
who are making “rosy predictions” 
of a substantial increase in the 
savings rate during 1951 are en- 
gaging in 
“wishful 

thinking,” is 
the opinion of 
George L. 
Bliss, Presi- 
dent of the 
Century Fed- 
eral Savings 
Association, 
New York 
City. 

Mr. Bliss, in 
a review of 
the savings 
trend, cited 
the steady de- 
cline in the 
annual net ad- 
ditions to their long-term savings 
by the American people since 
1944, and declared that “there is 
nothing on the horizon now” to 
warrant a prediction of any re- 
versal of the downward trend in 
the savings rate in the immediate 
future. His opinion is that a fur- 
ther decline in savings volume is 
probable—as long as there is a 
plentiful supply of consumer goods 
and as long as scare buying and 
hoarding continue, 

A reversal of the 
trend in the savings rate may 
eventually occur, he said, if a 
substantial shortage of things to 
buy develops as a result of the 
defense program and impending 
controls, and if the government 
sponsors an extensive program ap- 
pealing to the American people 
to save as a patriotic means of 
forestalling inflation and aiding 
the defense effort. 

“Because the dollar volume of 
long-term savings has been run- 
ning at two to three times the 
volume prior to World War II,” 
he continued ‘casual observers 
have failed to note the signifi- 
cance of the steady decline in the 
rate of saving. To portray the 
true picture, a comparison must 
be made with total personal in- 
come, which is running at three 
to four times the prewar average.” 


Mr. Bliss pointed out that the 
ratio of long-term savings to per- 
sonal income reached its peak in 
1944, when the American people 
saved 13.4% of each dollar earned. 
Total personal income that year, 
he said, amounted to $165,892,- 
000,000 and the net additions to 
long-term savings totaled $22,- 
222,000,000. 

While final official figures for 
1950 will not be available for 
some time, Mr. Bliss estimated, 
based upon trends during the 
year, that total personal income 
for 1950 will approximate $220,- 
000,000,000 and that net additions 
to long-term savings will not ex- 
ceed $5,000,000,000. That would 
be a ratio of only 2.3%, he said, 
the lowest since 1933, when, in 
the depression days, the people 
of the United States drew out of 
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downward 


their savings balances $1,474,000,- 
000 more than they added. 

Mr. Bliss cited figures showing 
a sharp decline in the savings 
rate each year since 1944. In 
1945, he pointed out, personal 
income amounted to $171,927,- 
000,000, while net additions to 
long-term savings totaled $19,- 
722,000,000, or a ratio of 12.1%; 
in 1946, the ratio dropped to 6.1%, 
when total personal income was 
$177,724,000,000 and net additions 
to long-term savings amounted to 
$10,752,000,000; in 1947, the ratio 
was 4.5% with personal income 
amounting to $191,000,000,000 and 
net additions to long-term savings 
totaling $8,534,000,000; in 1948, the 
ratio declined still further to 
3.4%, when personal income to- 
taled $209,531,000,000 and net 
additions to long-term savings 
amounted to $7,166,000,000; and, 
in 1949, the ratio dropped to 3.1% 
when personal income amounted 
to $206,118,000,000 and net addi- 
tions to long-term savings totaled 
$6,330,000,000. 

Mr. Bliss, in his figures on 
long-term savings, listed savings 
accounts in savings associations, 
savings and commercial banks, 
government savings bonds, postal 
savings and the cash value of life 
insurance policies, 

In analyzing the savings trend, 
Mr. Bliss said the peak reached 
in 1944 “is attributable to the 
patriotic fervor behind the sav- 
ings program on account of war- 
time conditions.” The prediction 
then freely made that the Amer- 
ican people would maintain the 
thrifty habits then inculcated has 
not been borne out, he declared. 
The reason for the decline in the 
postwar years, from 1945 through 
1949, he went on, was the need to 
replenish wardrobes and house- 
hold equipment, to purchase new 
automobiles and other things and 
to provide for house repairs which 
had been deferred. In 1950, he 
said, we must attribute the de- 
cline to the heavy volume of scare 
buying occurring after the Red 
invasion of South Korea. 


Sigourney Wilson 
Joins H. A. Riecke 


PHILADELPHIA, Pa. — H. A. 
Riecke & Co., Inc., 1528 Walnut 
Street, members of the Philadel- 
phia-Baltimore Stock Exchange, 
announce the _ association with 
them of Sigourney R. Wilson as 


manager of their statistical and 
sales departments. 

Mr. Wilson has been connected 
with the investment business in 
Philadelphia for 30 years, and was 
last associated with the firm of 
Taylor and Wilson. 


Lowell F. Martin 
Lowell F. Martin, of Cruttenden 
& Co., Chicago, died at the age 
of 44, 
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: By OWEN ELY — 


The Outlook for Electric Utilities 


Following is the yearly trend of the Dow-Jones averages, 
taking the averages of Jan. 7, 1937 as 100% in each case and con- 
verting each later year to a percentage of the 1937 figure: ‘ 








Annual Percentage 


Industrials Rails Utilities 
eemeee 7. -26bees--~-~. se 100% 100% 100% 
January 6, 1938______---- 71 56 58 
January 6, 1969........--. 84 60 67 
PE is Wess nee 84 58 72 
January 3, 1941....---..-< 73 51 56 
January 2, 1942__.__----- 62 49 39 
January 7, 1943__._------ 66 51 42 
January 6, 1944.-.__-_-_-- 76 62 61 
January 4, 1945_--.------ 85 89 72 
January 3, 1946______--_-- 105 113 106 
eenueey 2, tee4--<---~... 97 93 102 
January 8, 1948_-_-_-_-_-- 100 97 94 
January 6, 1949________-- 99 98 94 
sanuery. $; Tipe<-.......- 110 98 117 
January 4, 1951_-..------ 132 144 117 


It is interesting to trace the varying fortunes of the three 
averages. The industrial average is somewhat slow-moving since 
it is iargely made up of “blue chip issues” with relatively low 
capital leverage. Rails have somewhat more leverage than indus- 
trials, and hence the swings of the rail average are apt to be larger. 
Utilities on the other hand should normally have smaller fluctua- 
tions because of more stable earning power. Following the 1932-36 


bull market, however, both rails and utilities declined more 
sharply than industrials, reaching lows of 49% and 39%, respec- 
tively, in January, 1942 compared with 52% for industrials. Dur- 


ing this period the utilities were under considerable pressure 
because of two factors—the impact of heavy EPT and income 
taxes, and the threatened forced breakup of the holding companies 
by the SEC (the so-called “death sentences’’). 

During the bull market of 1942-46 both groups made a fast 
recovery, however, outdistancing the industrial average; utilities 
were aided not only by the end of EPT in 1945 but also by the 
more conciliatory attitude of the SEC in its dealings with the 
holding companies. Thus by early 1946 the utilities regained all 
the ground they had lost relative to the industrial group. (In the 
spring of 1946, it will be recalled, a price-earnings ratio for utili- 
ties of 18 or 19 was considered normal by some analysts.) 

In the market doldrums during 1946-48 utilities made a slightly 
worse showing than industrials, but they came into their own 
again in 1949, advancing about 25% compared with 10% for indus- 
trials and 1% for rails. This utility gain reflected market popu- 
larity here and abroad due to rising earnings and dividends— 
largely reflecting the benefits of new and efficient generating 
capacity which reduced operating costs. This popularity waned in 
1950, particularly in the latter half of the year when the tax issue 
again loomed as a bearish factor. While utilities about held their 
own at the level of Jan. 5, 1950, the rail average advanced spec- 
tacularly by 47%, and industrials gained 20%. 

What about the market outlook for 1951 for the utilities? 
There was considerable relief in December as Congress harkened 
to their plea—presented by an able Committee headed by Justin 
Whiting—and gave the industry a special dispensation on _EPT. 
Utility stocks enjoyed one or two days of moderate rally, but only 
a few stocks have “come back” from their lows in convincing 
fashion. While industrials and rails are making new highs daily, 
utilities still lag well below their pre-Korean highs; in Jan. 8 
trading, the utility average was off while both industrials and rails 
made progress on the upside. 

The difficulty is that while Congress geared EPT to a 6% 
return on capitalization, and made other concessions which will 
permit most utilities to avoid payment of any EPT in 1950 or 1951, 
nevertheless the increase in the regular income tax rate from 38% 
in 1949 to 42% in 1950 and 47% in 1951 is a moderate blow at 
utility earning power. And with President Truman’s plea for a 
“‘pay-as-you-go” tax policy there are fears of even higher income 
tax rates—-perhaps 50 or even 55%—which might be enacted on a 
retroactive basis during 1951, unless the war fever and defense 
program subside. 

Fortunately, the average dividend payout percentage in 
was relatively low as compared with some past periods. 
1950. however, a number of dividend rates were raised, and in the 
12 months ended Sept. 30, common dividend payments by the 
electric utilities increased 14.4% over the previous period. The 
percentage payout in that period was 71.5% compared with 68.5% 
in the earlier 12 months. What would the percentage have been 
if income tax payments had been pro-forma’ed to a 47% rate? 
This would have meant about a 15% tax increase (over the aver- 
age 41% accrual rate for the 12 months ended Sept. 30), reducing 
the balance for common stock earnings some $61 million and rais- 
ing the dividend payout to 78.5%. If the tax rate had been raised 
to 50%, the payout would have advanced to 82%; and with a 55% 
rate (an unlikely possibility) it would have been automatically 
pushed to 89%. 

It seems rather likely that the next tax step by Congress will 
be a generous increase in excise or sales levies, which may prove 
less painful to the voters or less upsetting to the economy than 
further increases in corporate and individual income taxes. Thus 
it appears unlikely that, short of all-out war, we will have to fear 
a 55% tax rate in 1951 or even 1952. An increase to 50% might 
however be considered as “in the cards” (the highest rate in 
World War II was 40%). The resulting 82% payout (other factors 
being unchanged from those of the Sept. 30 period) would prob- 
ably not be too heavy for the average utility to maintain. Since 
many of them will have to do stock financing in 1951 (or if not, 
certainly in 1952) the tendency will probably be to maintain cur- 
rent dividend rates. 

It is possible that there may be some offsetting factors to the 
rise in taxes. A few utilities are already applying for higher rates 
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and if a price and wage freeze should finally become definite, this 
would help to stabilize operating costs, particularly fuel. The 
increase in kwh, sales should continue as the war effort gets under 
way and factories begin to operate on double or triple shifts. The 
additional new generating capacity ordered for 1950-51 (only part 
of which may be delayed by shortages) will permit further econo- 
mies. Thus the utilities may be able to offset part of their rising 
tax costs by savings in other fields. 

_. At present stocks of the largest utilities can be bought to 
yield some 6-7%, and those of some smaller companies offer yields 
as high as 842%. These figures compare with bond yields aver- 
aging around 2.75%, and preferred stock yields averaging about 
4%. The spread between bond and common stock yields seems 
abnormally high, and utility stocks therefore still appear attractive 
for those investors seeking good yields who can disregard interim 
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fluctuations, and diversify their holdings. 





The Security I Like Best 


tural gas to expand retail ser- 
vice and for use as boiler fuel. 
Latest twelve months earnings to 
Oct. 31, 1950, were $1.25 a share 
and were based on gross income 
of 5.2% of capitalization and sur- 


plus. Earnings could expand to 
$1.60 a share in 1951 without ex- 
ceeding a 6% return. The record 
of recent years adjusted to pres- 
ent capitalization: 


Net Earned on 
Revenues _ Income New Common 
(000s) (000s) (3,149,696 shs.) 
12 Mos. 9/30/50 _-____- $45,061 $3,895 $1.24 
;, IE EE 40,790 3,532 1.12 
as acs ed i at 37,613 2,708 0.86 
1947. ~* 31,148 1,869 0.59 
Ee tenet 27.356 2,502 0.79 
SS ES) 25,609 2,436 0.77 
The Future — The economies nies which should benefit from 


and expansion made possible by 
use of natural gas have not been 
reflected at all in earnings. In ad- 
dition, the large electric generat- 
ing unit placed in service has 
contributed to reported earnings 
for only one month. These will 
definitely improve operating re- 
sults during the next year and the 
large expansion program planned 
for subsequent years should con- 
tinue the favorable’ earnings 
trend. Since the company’s re- 
turn on investment is below 6%, 
a significant increase in earnings 
would be possible before incur- 
1ing any excess profits tax liabil- 
ity and the new composition of 
the New York State Public Ser- 
vice Commission appears to fol- 
Jow a more liberal regulatory pol- 
icy which should increase the as- 
surance of more profitable opera- 
tions. The issue is one that com- 
bines relative safety, gradual 
growth and appreciation pros- 
pects and the probability of an at- 
tractive yield. 


EDMOND P. ROCHAT 


President, Grady, Berwald & Co. 
New York City 


American-La France-Foamite Corp. 

This is the time of year when 
everyone wonders what the rest 
of the year holds in store for us. 
Are we on the verge of a world 
war? What 
are taxes to 
be? What type 
of controlled 
economy are 
we facing? 
How much 
more inflation 
can we expect 
and what can 
the average 
investor do 
about it? If 
one could an- 
swer all those 
questions it 
would be 
much easier 
to predict the course of the mar- 
ket end act accordingly. 

I am one of those who believe 
that the market has not as yet 
fully discounted many basic fac- 
tors, such as: (1) Low money 
rates. (2) High yields on common 
stocks. (3) Depreciated dollars. 
(4) Plowing back of earnings by 
most corporations in the last few 
years. It is always reasonable, of 
course, to expect corrections from 
time to time, and the further the 
market goes the sharper they will 
become. 

In view of present conditions, I 
prefer common stocks of compa- 





Edmond P. Rochat 


the defense program and that are 
selling at only a fraction of their 
book value and net quick assets 
per share. Investing in such 
equities is one of the best ways to 
protect one’s self against further 
lessened purchasing power of 
money. 

Our firm for the past 15 years 
has specialized in over-the-coun- 
ter securities, and it is only nat- 
ural that I would favor and write 
about an unlisted common stock. 
One of our favorites at this mo- 
ment is the common stock of 
American-La France-Foamite 
Corporation now selling at about 
$11.50 per share. That company 
was established in 1875. It is the 
in reorganization to a company of 
the sume name. Original business 


was establishe din 1875. It is the 
leading manufacturer in the 
United States of motorized fire 


apparatus, chemical engines, aerial 
trucks, hand fire extinguishers, 
fire protection systems and park- 
ing meters. Piants are located at 
Elmira, N. Y., and Toronto, Ont., 
Canada, and branch offices are 
maintained in the principal cities 


of the U. S. and Canada. As of 
Dec. 31, 1949, the company ac- 
quired 51% control of Interna- 


tional Meters, Inc. 

As of Sept. 30, 1950, company’s 
capitalization consisted of long- 
term loan of $204,000 and 274,06! 
shares of capital stock (of which 
71,418 shares were owned by Mc- 
Andrews & Forbes). Net total as- 
sets amounted to over $7,200,000, 
indicating an equity of over $26 
per share. Net curreni assets alon, 
amounted to $5,048,000, equivalent 
to $148.56 per share. As average 
earnings for the period 1947-49 
were equivalent to $2.46 per share 
annually, the company may be 
considered to be in an excellent 
position as regards the excess 
profits tax. Dividends paid in 
1950 amounted to $1 per share. 

It is my belief that this com- 
pany should do well in either a 
peace Or a war economy. 

In the pamphlet report to stock- 
holders on Sept, 30, 1950, the 
President of the company, Mr. 
Edward E. O’Neill, wrote as fol- 
lows: 

‘There was a sharp increase in 
the volume of civilian business 
received in the third quarter. 
Fire apparatus is considerably 
aheac of last year, and orders for 
fire extinguishers are now run- 
ning ahead of last year. Orders 
for automatic twin parking meters 
are well ahead of last year, in- 
cluding a large repeat order from 
the City of Detroit. Our total 






(181) 33 





sales backlog of civilian business ~ 
is about 50% more than it was a 
year ago. In addition, we have a 
substantial amount of Government 
business.” 

The safest and most intelligent 
Way to speculate is to buy inte 
special] situations which, for ene 
reason or another, have not been 
brought to the attention of the 
general public. I believe Ameri- 
can-La France-Foamite Corp. is 
one of those situations. 


John J. Mann Named 
By NY Curb Exch. 


John J. Mann, stock specialist 
on the trading floor of the New 
York Curb Exchange, has been 
nominated to the chairmanship of 
that market’s 
board of gov- 
ernors for the 
ensuing year, 
Francis 
Adams Trus- 
low, Pres- 
ident of the 
Exchange, 
announced, It 
will be Mr. 
Mann’s first 
term as chair- 
man of the 
nation’s 
second largest 
securities 
market. He 
succeeds 
Mortimer Landsberg, who served 
as chairman during the preceding 
year, 

The slate presented to Exchange 
members for offices to be filled 
at the annual election of the Ex- 
change on Feb. 13 names for one- 
year terms as class A members 
of the governing board O. F. 
Browning, Jr. and Sterling Nord- 
house, Vanderpoel Adriance, Jr., 
Adriance & Finn; Andrew Baird, 
Josephthal & Co.; James A. Her- 
man; C. V. Quayle and Joseph F. 
Reilly were named for three-year 
terms as class A governors. Mann, 
Baird and Quayle are current 
board members, The other nom- 
inees have not served in the past. 

Matthew Dean Hall, L. A. 
Mathey & Co.; John F. McLaugh- 
lin, McLaughlin, Reuss & Ca.; 
Alexander R. Piper, Jr., Paine, 
Webber, Jackson & Curtis, and 
Robert C. VanTuyl, Shearson, 
Hammill & Co., have been nomi- 
nated for election to three-year 
terms as class B governors of the 
Exchange, 

Thomas Morris and E. J. Mul- 
ler appear on the slate for election 
as trustees of the Curb Exchange 
gratuity fund to serve for three 
years. 

Jerome F. Sheridan 





John J. Mann 


is chairmen 


of the nominating committee 
which also includes George C. 
Donelon;: Joseph Goin of Leahy 
Bros.;: Frank T. McCormick of 
Dean Witter & Co.: Joseph H. 
Brown, Vice-Chairman, of Rey- 
nolds & Co.: Edward A. Harvey 


of L. A. Mathey & Co., and Wil- 
liam P. Marseilles, Jr., of G. C. 
Haas & Co. 

A member of the Curb Ex- 
change since 1933, Mr. Mann 
began his Wall Street career in 
1925 as a page on the New York 
Curb Exchange trading floor. 
After completing his education he 
was employed as a clerk in the 
office of Emil Mosbacher, then a 
Curb specialist. In September, 
1928, he was appointed one of the 
first specialist’s clerks on the 
Curb trading floor. 

He has been a member of the 
governing board since 1948 and 
served as Vice-Chairman of the 
Board during the preceding year. 


Witt, Hanrahan Co. 


(Special to THE FINANCIAL CHRONICLE) 
WORCESTER, Mass.—Ralph FP. 
Mallozzi is now associated with 
Hanrahan & Co., 332 Main Street, 
members of the Boston Stock Ex- 
chanve. He was formerly with 
Amott, Baker & Co. 
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Economists View 1951 


tainty into the textile maiket fur 
the fal] of 1951. It could serve 
to bring about, some time ajiter 
the spring, the kind of temporaly 
drop in prices and demand we 
usually get in years of sharply t- 
creased cotton crops. But a smail 
carryover anc civilian-plus-inili- 
tary demand are oOfisetting fac- 
TORR. «2. 

; A noticeable 
total buying power would 
result from the Federal Reserve 
Board Index going over 225, and 
the cosi-cf-living index averagiig 
around 180 or better by next sum- 
mer and going higher later on, as 
compared with 175 at present.. 
That combination of general vol- 
ume and general price might 1e- 
sult ic GNP well over $320 biliicn. 

The farm income siiuation will 
also improve. Last year casi in- 
come was about $27.5 billion. T!iis 
emergency situation inay lift it io, 
say, $32 billion. Net income, which 
was about $14 billion in 1949 anu 
$13 billion in 1950, might well ve 
$16 billion or more in 1951... 


increase in 


Business Volume to Be “Remark- 
ably Steady” Says Edie 

My proposition is that regard- 
less of events on the war front, 
the volume of business in 195i 
will be remarkably steady. And 
by remark- 
ably s eady I 
mean that the 
production in- 
dex (FRB), as 
presently con- 
structed, 
which last 
month was 
somewhere 
around 212, 
will probably 
average not 
very far from 
that level in 
calendar 
1951. . 

sia 2 ee 
add there that 
the disposable income which js 
now around $203 billion or $204 
billion will not in any monh be 
less than that by as much as 2%. 
For the. year as a whole I think 
it will average above 1950 at least 
5%; more than that if the war ex- 
penditures expand greatly. 

I think total re ai] sales wilil 
correlate pretty closely with that 
disposable income future... . 

.. . I look for a cooling off of 
this inflation picture in the early 
months of 1951 and a warming up 
again in the latter pari of 1951, 
due mainly to the widening def- 
icit, to the manpower shortage 
and to a sixth round of wage in- 
creases. 

The No. 1 problem in 1951 that 
disturbs me is the manpower 
shortage. It is going to be fur 
worse than people realize, and [ 
throw up my hands over its solu- 
tion, I don’t know how we cai 
get around it. The acuteness of 
the manpower shortage looks to 
me to be something without ary 
precedent. ... 


. . . In the battle of infla ion, I 
think the next few months are 
going to see some very sharp 
price declines in some of the sen- 
sitive raw materials which have 
gone up in the past. Price con- 
trols are probable. But in the 
second half of next year, the all- 
commodity index will be higher, 
mainly because of manpower 
shortage, and the wage-price 
spiral. But I don’t expect that to 
get out of hand too much, because 
of the figures I have indicated 
above on the money supply. i 
don’t think the velocity of money 
turnover is an important factor in 
the circumstances prevailing. Ve- 
locity is where it belongs in line 


Lionel D. Edie 


Business Trends 


with its trend for the last 35 years. 
I don’t see any indication that the 
velocity is going on a wild swing 
that will give us an extreme con- 
tinental type of inflation, apart 
from the supply of money. 

My picture in brief is volume 
steady, prices unsteady in the first 
part of the year, but resuming 
firmness in the latter part of the 
year; money supply going up 
some, but roughly a third as fast 
as it did in the similar stages of 
World War I and World War 
. ar 


Smith Calls Recession “Touch- 
and-Go Proposition” 


.. The facts thus far suggest 
that one of our principal and very 
great concerns should be whether 
or net we are reaching one oi 
those self- 
generating 
stages of in- 
flation which 
have charac- 
terized the 
historic infia- 
tions oi the 
world. That 
alarms me. 

As for a re- 
cession of 
easing off in 
the months 
immediaiely 
ahead, it is, I 
think, pretty 
much atouch- 
and - go prop- 
osition. There is the matter of 
meshing which has been discussed. 
Certainly, the backlogs from the 
last war have been pretty much 
filled up, and we are floating now 
on the great pump-priming that 
na‘urally happened, of course, in 
this election year, plus this gal- 
vanized getting rid of cash that 
has come with the fright, the fear 
generated by the Korean situation. 

However, the leaps in the in- 
ventories are very dramatic; just 
one more month at this rate and 
we will be at record-breaking 
levels. The only precedent we 
have for those figures is the situ- 
ation in 1948. After we had 
reached the present ievels in 1948 
there was certainly a readjust- 
ment. It did not develop into a 
spiraling situation, fortunately, 
and I don’t think we have any 
spiraling situation in prospect... 


Wolman: “Some Early 1951 
Business Decline Probable” 


Lcoking at the general business 
situation, we have to contemplate 
some probability — though I 
wouldn’t weigh that probability 
very heavily 
—of some de- 
cline in busi- 
ness during 
the first pe- 
riod of 195}. 
That certainly 
is a possibil- 
ity. I say I 
wouldn’t put 
very heavy 
weight upon 
it, because it 
should be 
taken up in a 
shert time. If 
I have to 
make a guess 
as to what the 
whole year 1951 would look like, 
it should be a pretty good busi- 
ness vear.... 


. . . I think the hours will go 
up. I agree with Edie that we 
cannot look forward to improve- 
ment in efficiency in a period of 
the kind we face... . 

.. + Let's take a look at hourly 
rates in marufacturing. We start 
at about $1.45 an hour. Let’s cut 
out the overtime, because that will 


Bradford B. Smith 


Prof. Leo Wolman 


The Commercial and Financial Chronicle .. 


push up the average hourly earn- 
ings a great deal more. I think 
we will be beyond $1.55 in net 
hourly earnings some time in the 
second part of 1951.... 


Slade Foresees 1951 as Year “Full 
of Profits, Dividends and 


Satisfactions” 


Later in the year full employ- 
ment and high wages with con- 
comitant spending will put more 
funds into circulation. Near the 
end of the 
year smoother 
running of the 
armament 
program, plus 
a backlog of 
consumer de- 
mand (created 
by controls 
and _restric- 
tions during 
the first half 
of the year) 
fortified by 
surplus funds 
from high 
wages, will 
permit buying 
durable goods 
and automobiles. Motor companies 
ought then to be in a favorable 
position. Full employment, tre- 
mendous spending, no ‘matter 
what the aftermath, must-bring-at 
least a year of good business. ~~ 

I think the last four months of 
the year will probably bé the best 
we have had in a long timé,-and 
as a whole 1951 will be full of 
profits, dividends and_satisfac- 
tions. 


“Very Sharp Inflation” Antici- 
pated by Saxon 

I anticipate nothing short of a 
very sharp in- 
flatioon. 
Whether it 
will, be effec- 
tive for 1951 is 
un ce retain. 
That depends 
on the speed 
with which 
money supply 
is 1ncreased 
and govern- 
ment orders 
are pumped 
into industry. 
But at the 
rate which is 
contemplated, 
effective in 
lines next 


Helen Slade 


Dr. O. Glenn Saxon 


they will become 
reaching production 
year in 1952.... 


Backman Predicts ‘Moderately 
Lower” Living Standards in 1951 


Regardless of how we cut this 
cake, we are going to have mod- 
erately lower living standards in 
1951 than we had at the start of 
this program 
and certainly 
than we have 
today. I see 
inflation as 
revresenting 
the squeeze 
between high- 
er incomes 
and _ smaller 
volume of 
goods. 

In the first 
few months of 
1951, it looks 
as though the 
Federal cash 
budget will 
not be so 
much out of balance as to make 
inflation a serious problem. In 
the second half of the year, in- 
flationary pressures are likely to 
become a more serious problem. 


I don’t go along with the fears 
that we face a runaway inflation. 
The type of increase in velocity of 
money which we had last summer 
will not take place unless we 
have another war scare. To me, 
the most important single fact 
concerning the present period as 
compared with last summer is the 
shift in people’s thinking from 
fear of an all-out war to the 


Jules Backman 


“Thére will 


implications of a 10% or 15% war, 
The type of individual and busi- 
ness stockpiles that are built up 
tend toe be substantially different 
if we think there are going to be 
4 or 5 million cars available next 
year than if we think there are 
going to be no cars produced next 
year. 

In short, I see 1951 as a good 
year, with perhaps a very minor, 
almost unnoticeable drop in the 
early months as the expanding 
defense economy fails to mesh 
with the contracting civilian econ- 
omy and some temporary unem- 
ployment is created in some scat- 
tered sections of the country. 
be temporary prob- 
jems but I think they will last no 
more than a few months at 
ee 


George Thinks Fourth Quarter 
1951 GNP (Annual Rate) Will 
Reach $303 Billion 


. . . My basic calculation indi- 
cates a fourth quarter 1951 GNP 
(annual rate) of $303 billion. 

The amount of average price 
increase that 
would be nec- 
essary to yield 
such a figure, 
allowing for 
the estimated 
rise in real 
supply, would 
be sin the 


«werghborhood 


of 6% to 7% 
from the third 
quarter 1950 
level. 

I have a fi- 
nal considera- 
tion. We know 
a large pro- 
portion of the 
“real” governmental program is 
going to remain {irm regardless of 
the movement of prices—it has to 
do so—and will not yield to the 
customary function of prices as 
regulators of dengand. This @fy 
course means higher government 
outlays as prices rise. Allowance 
for the direct and indirect effects 
of that fact places fourth quarter 
1951 GNP around $310 billion and 
the price increase around 9%.... 


Edwin B. George 


Fabricant Views Labor Supply as 
“Main Factor’ Determining 
Volume of Output 

The factors that will determine 
the vclume of output are going to 
be on the supply side. The main 
factor, of course, is labor supply. 
Since we are 
already in a 
state of full 
employment, 
we can look 
forward only 
to the normal 
increment in 
the labor 
force,eked out 
perhaps by a 
few additional 
women and 
younger and 


“older folks. 


From that, of 
course, we 
must. subtract 
any increase that takes place in 
the Armed Forces, 


Nor do I think we can expect 
very much in the way of an in- 
crease in hours. Therefore, in 
terms of the man hours that will 
be available in 1951—which is the 
crucial measure—I can see no real 
prospect for an increase in the 
factors of production or the ca- 
pacity of the country... . 

... We keep talking about what 
will happen. I think we ought al- 
ways to remember that in some 
degree what will happen lies in 
our own hands. Thus, our rela- 
tions with Russia are basic to our 
view of 1951. But what will hap- 
pen as far as Russia is concerned 
depends at best in part on what 
we do in the State Department 
and elsewhere. 


That is also true of the price 
picture. What will happen there 


Dr. S. Fabricant 


. Thursday, January 11, 1951 


depends in part on what we do 
about taxes. 

We are all trying to make 
guesses as to what will materialize 
in 1951. But the future is not or- 
dained. When we adcdress our- 
selves to the public we shouid 
emphasize the fact that after all 
what will happen depends on 
what the public and its represen- 
tatives decide to do. ... 


Kaplan Sees Government “Mov- 
ing In” on Private Domestic 
Investment 


We can expect that if there is a 
decline in private domestic in- 
vestment it will be more than 
made up by the government mov- 
ing in. Also to be expected is a 
continued willingness on the part 
of government to guaraniee mar- 
kets and make tax concessions for 
stepped-up capacity on strategic 
materials. ... 

The business indicators 
move into 1951 with every pros- 
pect of a substantially higher fig- 
ure so far as GNP is concerned. 
So far as the industrial production 
index is concerned, don’t expect 
that to go down either, despite 
the inevitable lag in productivity 
with ‘maximized employment.: I 
would be less surprised if it goes 
up than if it goes down.... 


Gainsbrugh Summarizes Forum’s 
Views 


The first area of “agreement 
came in the price field: I noted 
virtual unanimity on the trend of 
prices, whether consumer or 
wholesale 
prices, for the 
second half of 
1951. There 
wasn’t a sin- 
gle member 
of our group 
who departed 
from a_ basic 
conclusion 
that the trend 
of prices 
would be up- 
ward. ... 

. There 
were few if 
any excep- 
tions to the 
thesis that the 
level of industrial production in 
the first half would be no greater, 
if not less, than current levels of 
operation. . 

... The multiple of price times 
indusirial production uS.a 
third forum conclusion. Without 
exception—so it seems to me—this 
group expects 1951 to be a year of 
high activity with the second half 
apparently at or close to record 
levels of income and output.... 


Martin R. Gainsbrugh 
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Business Consultants: Their Uses 
and Limitations—Albert H. Dunn, 
III — Controllership Foundation, 
Inc., 1 East 42nd Street, New York 
17, N. Y.—paper—$1.50 to mem- 
bers, $3.00 to non-mombers. 


Cautious Revolution, The—Er- 
nest Watkins—Farrar & Strauss, 
New York City—$5.00. 


Health Progress in the United 
States: A Survey of Recent Trends 
in Longevity—Mortimer Spiegel- 
man—American Enterprise Asso- 
ciation, Inc., 4 East 41st Street, 
New York 17, N. Y.—paper—50¢. 


Inflation and the Invester: E. W. 
Axe & Co., Inc., 730 Fifth Avenue, 
New York, N. Y.—paper—a50¢. 


Outlook for Freedom—Leonard 
E. Read—Foundation for Economic 
Education, Inc., Irvington-on-Hud- 
son, N. Y.—paper—50¢. 
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NATIONAL SECURITY TRADERS ASSOCIATION 
The National Security Traders Association announces that the 


1951 Convention will be held at the del Coronado Hotel, Coronado 
Beach, Calif., beginning Sept, 30. 


BOND TRADERS CLUB OF CHICAGO 


The 25th Anniversary Mid-Winter Dinner Party of the Bond 
Traders Club of Chicago will be held on Jan. 29, 1951, at the 
Furniture Club of America. At this time the following new 
officers for 1951 will be installed: 


@ 





Lester J. Thorsen 


Arthur W. Fenton Herman Mell 


President—Lester J. Thorsen of Glore, Forgan & Co. 
Vice-President—Arthur W. Fenton of Ames, Emerich & Co. 
Secretary—Fred T. Rahn of Illinois Company. 
- Treasurer—Herman Mell of Merrill Lynch, Pierce, Fenner & 
eane. 


CINCINNATI STOCK & BOND CLUB 


The Cincinnati Stock and Bond Club held its annual election 
-and Christmas Party on Dec. 14, 1950, and the following trustees 
were elected: Gilbert Davis, Harrison & Co.; Clifford H. Grischy, 
Field Richards & Co.; Jack Heimerdinger, Walter, Woody & 





in, ae . 
Heimerdinger; Cletus H. Ollier, Edw. Brockhaus & Co.: George 
Oswald. Clair S. Hall & Co.; Neil Ransick, Chas. A. Hinsch & Co.: 
Peter Schwindt, Seasongood & Mayer; Jack Siegman, Bohmer- 
Reinhart & Co.; Charles H. Snyder, J. E. Bennett & Co.; Harry C. 
Vonderhaar, Westheimer & Co. 

The officers for the year 1951 are as follows: Gilbert Davis, 
President: Jack Siegman, First Vice-President: Cletus H. Ollier, 
Second Vice-President; Peter Schwindt, Treasurer: George Oswald, 
Secretary. 

At the speakers’ table, reading left to right, are: Charles 
Snyder. J. E. Bennett & Co.; Lloyd Shepler, Merrill Lynch, Pierce, 
Fenner & Beane; Mal Rank, Examiner Division of Securities, State 
of Ohio; Jack Neumark, Middendorf & Co.; Fred Becker, Field 
Richarcs & Co.; Charles J. Odenweller, Regional Administrator. 
Securities and Exchange Commission; Joseph H. Vasey, Geo. Eustis 
& Co.: Ernest Cornell, Chief of Division .of Securities, State of 
Ohio; Joseph J. Van Heyge, Secretary, District 10, NASD; Harry 
Hudepohl, Westheimer & Co.; Paul Hood, Seasongood and Mayer; 
Edward H: Welch, Sincere & Co.; George J. Elder, George A. 
McDowell & Co. 


SECURITY TRADERS ASSOCIATION OF NEW YORK 


The Security Traders Association of New York (STANY) 

Bowling League standings as of Jan. 5 are as follows: 

Won Lost 
Bean (Cant.), Kaiser, Growney, Gronick, Rappa — 14 
Krisain (Capt.), Bradley, Montanyne, Weissman, Gannon 24 15 
Leone (Capt.), Krasowich, Nieman, Pollack, Gavin = 16 
Burian (Capt.), Manson, King, Voccoli, G. Montanyne___ 23 16 
Serlen (Capt.), Gersten, Gold, Krumholz, Young > a 19 
Hunter (Capt.), Lytle, Reid, Kruge, Swenson _ ae 19 
H. Mever (Capt.), Smith, Farrell, A. Frankel, La Pato 20 19 
Donaaio (Capt.), Demaye, O’Connor, Whiting, Workmeister 19 20 
Goodman (Capt.), Casper, Valentine, M. Meyer, H. Frankel 17 22 
Mewing (Capt.), Klein, Flanagan, Manney, Ghegan ee 23 
Kumm (Capt.), Weseman, Tisch, Strauss, Jacobs 15 24 
Greenberg (Capt.), Sullivan, Stein, Wechsler, Siegel 12 27 


Vin Lytle (Shields & Co.) had high series of 584, but the high 


game was bowled by Arthur Burian (Daniel F. Rice & Co.) with 
a score of 233. 
Joe Denadio (J. F. Reilly & Co.) finally broke out and won 


three games. 
SECURITY TRADERS CLUB OF ST. LOUIS 

The Security Traders Club of St. Louis will hold its annual 
winter cirner Feb, 1 in connection with the Tri-City parties of 
the National Security Traders Associaticn. 
TWIN CITY SECURITY TRADERS ASSOCIATION 

The Twin City Security Traders Association 

annual dinner Jan. 30 in connection with 
parties. 


will hold its 
the NSTA Tri-City 
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Experimenting in 
Investment Studies 


growth in funds including both 
capital gains and dividends. A 
method of record keeping was de- 
vised which was audited after 
each class session and each stu- 
dent started out with a theoretical 
cash fund of $20,000 which was 
required to be invested in a group 
of six stocks. These stocks were 
designated simply as A, B, C, D, E, 
and F. The dividend rate and the 
regular dividend dates of each 
stock were indicated and the 
stocks were assigned quality rat- 
ings. 

The opening prices of the six 
stocks were placed on the black- 
board and students given an op- 
portunity to arrange the initial 
invesiment. Students then carried 
stock and cash balances to the 
second transaction sheet and im- 
mediately turned in transaction 
sheets covering the initial trans- 
actions. As soon as these were 
collected, prices for the second 
month were placed on the black- 
board and the process repeated 
over a theoretical period of 36 
months. 

The pattern of price changes as 
well as price levels were arranged 
in such a way as to permit test of 
pre-determined hypotheses of be- 
havior. In general the stocks were 
arranged in pairs. Two. stocks 
were alike in quality ratings, divi- 
dend yields, price earnings ratios 
and direction of movement. The 
only difference was that one was 
a high priced stock and one was 
a low priced stock. Incidentaily, 
the high priced stock was split in 
the 29th month, permittmg meas- 
urement of response to reduction 
in unit price. One stock was made 
to go erratically downward and 
one upward, Two of the stocks 
were similar in all essential par- 
ticulars except that one had a 
much higher dividend rate than 
the cther. 


In order to permit test of results 
of speculation in qa fluctuating but 
trendless market the pattern of 
prices was so arranged that the 
weighted average was the same at 
the beginning, at midpoint, and at 
the close. 

Results 


The results of the test were not 
particularly surprising. Fo: the 
most part the behavior traits re- 
vealed were those known to any 
good customers’ broker. There 
was indicated a strong tendency 
to buy dividends. Where other 
factors remained constant, a prel- 
erence was shown for higher divi- 
dend yields; a very distinct tei- 
dency to sell on a smail increase 
from cost but to hang on like 
grim death and even to add to 
holdings as the price moved be- 


low. clost. Negatively the experi- 
ment indieated no inherent ten- 


dency toward speculative losses 
in a fluctuating but trendless inar- 
ket. Neither was there any evi- 
dence of preference for low priced 
or high priced stocks as such. 
The results of the experiment 
generally tend to confirm other 
studies of market behavior which 
have been based on analysis of 
the market itself. The tendency 
to buy dividends serves to explain 
why stocks drop the full amount 
of the dividend on the ex-divi- 
dend date even though income 
tax considerations would seem to 
indicate a typical decline of some- 
thing less than the dividend. Tne 
distinct tendency to identify vaiue 
with cost, implicit in taking short 


profits and long losses, affords a 
behavioristic 
well known 
points or resistance areas. Perhaps 
the best statement of 
to be found in John Burr Wiiliams 


explanation of ihe 


theory of resistaiice 


this idea is 


Theory of Investment Value. In 
the formulation or statement of 
this theory Mr. Williams clearly 
implied that men behave in ihe 
way that this experiment seems 
to demonstrate that they do be- 
have. : 


No Automatic Preference on 


Price Basis 


The experimental group dis- 
played no preference for high 
priced stocks or low priced stocks 
as such. This would seem to be 
related to the question as to 
whether or not stock splits result 
in a higher aggregate valuation. 
Here the evidence is conflicting. 
I have found that based on the 
major stock splits of 19473 there 
is no basis for the belief that re- 
auction of unit value serves rela- 
tively to increase stock prices, On 
the other hand, Myers and Bakay* 
report evidence, based on the stock 
splits of 1945-1946, that split-ups 
exert an upward pull on the price 
of the stock affected. 

This small bit of experimental 
evidence indicating no preference 
for high priced or low priced 
stocks as such also bears on the 
question of relative volatility of 
high priced and low priced stocks. 
It has been shown® that in general 
low priced stocks are more vola- 
tile than high priced stocks. I 
have shown,® however, that when 
a group of high priced and low 
priced stocks are paired for qual- 
ity there is no marked difference 
in volatility. The experimental 
evidence here tends to support the 
validity of this latter conclusion. 

The experimental group was a 
relatively unsophisticated one and 
this raises the question as to 
whether the same results would 
have been obtained with a more 
experienced group. In this con- 
nection it can be reported that 
Mr. James W. Wooster, Jr., of the 
Commonwealth Fund, conducted 
the same experiment this summer 
with a group of students in in- 
vestment at the Rutgers Graduate 
School of Banking. While the 
analysis is not yet complete and 
has not been published, Mr. Woos- 
ter advises me that the results 
generally parallel those described 
here. Moreover, Mr. Wooster re- 
ports that those members of his 
group whose work is largely in 
securities management appear to 
have done no better than those not 
so engaged. 

An Experimental Study in Price 
Mechanics 

As a further illustration of the 
experimental approach in invest- 
ment studies it is possible to re- 
port briefly the results of another 
experiment in what might be 
called for lack of a better term, 
the Mechanics of Price Change. 

When the price of a security 
moves from one price level to an- 
other, we may presume it is in 
response to some change in the 
basic factors of valuation. These 
factors may be concerned either 
with the general economic situa- 
tion with the fortunes of the 
particu ar industry or company. 

3ut when a security price or 
security prices in general move 
from one level to another, it is 


or 





2John Burr Williams, The Theory of 
Investment Value, (Cambridge, Mass. 
1938), pp. 29 ff. 


30. K. Burrell, Price Effects of Stock 
Dividends and Split-ups, Commercial and 
Financial Chronicle, Dec. 2, 1948. 

4 John M. Myers and Archie Bakay, 
Influence of Stock Split-ups on Market 
Price, Harvard Business, March 1948. 

5 See especially Zenon Szatrowski, The 
Relationship Between Price Change and 
Price Level for Commen Stocks, Journal 
of American Statistical Association, Dec. 
1946. 

60. K. Burrell, 
High Priced and Low 
Commercial and Financial 
April 21, 1949. 


Price Fluctuations of 
Priced Stocks, 
Chronicle, 
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never, or almost never, a simple 
straight line transition. It is 
rather a see-saw movement with 
a series of minor interruptions to 
the central trend. 

It is interesting to speculate as 
to why this is so. We may postu- 
late two possible reasons for this 
zig zag movement. In the first 
place when a security price moves 
from one level to another in re- 
sponse to some basic valuation 
change men are not in instant 
agreement in their appraisal of 
the changed circumstances. More- 
Over, appraisals may change from 
day to day based on the same facts 
or based On minor additions to the 
fund of iniormation. In short, the 
zig zag pattern may merely reflect 
the shifting appraisals of men who 
are in the process of making ,up 
their mind as to the significance 
of the new facts. In the second 
place, the typical zig zag forma- 
tion may be inherent in the mar- 
ket process itself. It may result 
from inequality of bargaining 
power and purely speculative 
judgments entirely unrelated to 
valuation. If this is true we would 
get a zig zag formation even in 
an artificial or simulated market 
situation where there could be no 
possibility of valuation. 


A Popular Market Theory 


One of the cherished ideas of 
students of market structure is 
that the volume-price change re- 
lationship offers a clue to the di- 
rection of market movement. Ac- 
cording to this credo when, over 
a period of time, a stock declines 
on large volume but rises on small 
volume the direction of movement 
is likely to be downward. When 
over a period of time price in- 
creases are accompanied by large 
volume and price declines by 
small volume, an upward move- 
ment is indicated. It must be €m- 
phasized that we are*#not here 
underwriting this idea. We are 
only reporting it. 

Probably any market observer 
would testify that quite frequently 
this theory seems to work but that 
sometimes it does not work. No 
opinion is here expressed as to 
whether or not it works oftener 
than it fails. It is interesting to 
attempt to construct a rational hy- 
pothesis for this tendency if such 
tendency exists. It might be urged 
that it is all based on the greater 
wisdom of large operators as com- 
pared with small operators. But 
anyone who has even casually ob- 
served the S.E.C. reports of in- 
sider transactions in relation to 
subsequent market movements can 
hardly accept this hypothesis. 

For the purpose of this study 
the following hypothesis is pro- 


posed. The Volume-Price change 
indicator mentioned above is a 
factor which is inherent in the 


nature of markets. From the very 
nature of markets men seek to sell 
at the highest possible price and 
to buy at the lowest possible price. 
At any given moment and for a 
given price the supply-demand 
situation may be either weak or 
strong. If a security sells at 20 
and if there are 100,000 shares for 
sale between 20 and 22 but there 
is a demand for only 10,000 shares 
in the range from 20 down to 18 
it is evident that the price is more 
likely to be under 20 than above 


20. If buyers and sellers price 
targets were immutable, trading 
would simply cease. But price 


targets are not immutable and as 
the price fails to advance an ero- 
sion of sellers’ expectations oc- 
curs. As the price fails to decline 
to buyers’ targets an upward ad- 
justment of these bids occurs. Not 
all buyers and sellers participate 
in this adjustment process but, ex- 
cept in inactive securities, enough 
do to produce what may be called 
an equilibrium price which re- 
flects the demand supply rela- 
tionship. In the case mentioned 
this equilibrium price would be 
closer to 18 than to 20. We are 
here postulating that at any given 
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moment there is an equilibrium 
price which reflects the current 
demand-supply relationship. But 
this equilibrium price is not nec- 
essarily the market price. Differ- 
ences in bargaining skill as well 
as luck may result in a market 
price temporarily above or below 
this equilibrium A market order 
to buy, for example, may serve to 
push the price at least tempora- 
ri.y above the equilibrium. When 
the price is above the equilibrium 
level the volume will be heaviest 
ov declines and lightest on in- 
creases. When the price is below 
the equilibrium level the heavy 
volume will generally accompany 
increases and light volume de- 
creases. 

We can measure the validity of 
this hypothesis under experimen- 
ta. conditions where the condi- 
tions leading to a given equilib- 
rium price can be controlled. It 
is more difficult to validate by 
observation of real markets be- 
couse of the changing world. 
Equilibrium prices do not remain 
constant simply because the world 
anges. The volume _ indicator, 

example, may show that a 
security price is above equilibrium 
bit a rise rather than a decline 
may occur if a brilliant earnings 
report intervenes generally to 
roise the level of expectations. 

Another question for which we 
seek an answer has to do with the 
momentum of price change. When 
a price moves from one equilib- 
rium level to another, does the 
movement, of itself, have a self 
generating quality and therefore 
tend to move too tar. For example, 
if a security sells around its equi- 
liorium level of 40 and new cir- 
cumstances produce a new equi- 
librium level of 30, is there any- 
thing inherent in the bargaining 
process that would result in a 
movement from 40 to 25 with a 
subsequent recovery to 30°? 

(n order to provide at least par- 
ial answers to some of these ques- 
ions an experiment was devised 


c 
§ 
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1ich involved setting up a trad- 
g situation with known demand- 
upply schedules but providing 
fer a shift in supply schedules 
halfway through the experiment. 
Tne experiment proceeded as fol- 
lows: 

(1) An investments class of 
about 40 persons made up the ex- 
perimental group. Each person 
was given an instruction card 
wich covered buying and/or sell- 
ing directions. The group was in- 
structed to buy or sell at the most 
advantageous price not inconsis- 
tent with individual instruction 
cords. They were also instructed, 
of course, not to show instruction 
cords to others. 

(2) Participants were instructed 
to space their trading over the 
entire hour. 

(3) The experiment began at 
6:00 a.m. and required one hour 
for completion. Approximately 
one-third of the instruction cards 
included a direction not to enter 
the market until 8:30 a.m. Selling 
instructions on such cards called 
for definitely lower prices. 

(4) The demand-supply sched- 
ules were established in such a 
way as to yield a theoretical equi- 
librium price of 40 from 8:00 a.m. 
to 8:30 a.m. and an equilibrium 
price of 32 thereafter. 

(5) Very simple trading rules 
were established and prices and 
volume were recorded on a black- 
board as trading progressed. 


t 
‘ 
i 


Conclusions 


The demand and supply curves 
are shown in Chart I and the price 
curve in Chart 2. 

We are not here especially in- 
terested in how closely the actual 


prices approximate theoretical 
equilibrium levels. We are inter- 
ested, however, in the movement 
of prices in relation to theoretical 
equilibrium levels. In this con- 
nection perhaps the most signifi- 
cant observation is the apparent 
influence of established price. The 
initial price was below equilib- 
rium and perhaps for that reason 
attained equilibrium only at the 
end of the half period.’ If trading 
had been permitted to continue 
without a change in the supply 
curve it is possible that the price 
would have moved above equi- 
librium in the second half hour. 

When the supply curve shifted 
the price was exactly at equi- 
librium of 40. The new equilib- 
rium was approximately 32. The 
influence of established price 
seems evident in the movement 
toward the new level. Approxi- 
mately half the trading was in the 
range 37-40. While the fundamen- 
tal forces of additional supply ul- 
timately brought prices to and 
below equilibrium, nevertheless 
the memory of previous prices 
seemed to exert something of a 
gravitational pull on subsequent 
prices. 

There is certainly no evidence 
of a momentum effect. The down- 
ward movement was _ persistent 
and entirely lacking anything re- 
sembling a secondary recovery. 
Upticks never continued beyond a 
single transaction but there was 
no plunge downward on panic 
selling. 

In real markets we do have sec- 
ondary recoveries. Within the 
limits of the sample and the-ex- 
perimental design we may postu- 
late that such movements are not 
inherent in the nature of markets. 
In the real world supply and de- 
mand schedules are not constant. 
If secondary recoveries are not 
inherent in the marketing process 
they can only be explained on the 
basis of shifting demand supply 
schedules, i.e., part of the valua- 
tion process, This is to say that 
the secondary recovery represents 
a picture of men in the process of 
making up their minds about val- 
uation. 

Within the limits of the sample 
and the experimental design our 
hypothesis concerning the volume 
price change indicators would ap- 
pear to be validated. This volume 
indicator is shown on Chart 2. 
The data are on a cumulative basis 
and the plus or minus increments 
consist of the product of the price 
change and volume of trading. It 
will be noted that this index was 
rather modestly above the zero 
line during the first half period 
while the price curve was slightly 
below equilibrium. When the sup- 
ply curve shifted and the price 
decline started the volume indi- 
cator dropped sharply. Moreover, 
this drop in the volume indicator 
occurred while the price was ma- 
terially above the new equilib- 
rium. As the new equilibrium was 
approached, the volume indicator 
leveled out. 


It is, of course, outrageous to 
assert that this brief experiment 
proves anything. So far as the 
data can be depended upon, how- 
ever, it does appear that the vol- 
ume indicator is more or less in- 
herent in the nature of markets. 
When prices are moving to new 
equilibrium levels the volume in- 
dicator seems to be of some as- 
sistance in pointing the trend. It 
must be emphasized, however, that 
; 7 The effect or bias of the initial price 
is also suggested in an experiment re- 
ported by Edward H. Chamberlin (An 
Experimental Imperfect Market) in the 


Journal of Political Economy for April 
1948. 
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nothing in this experiment proves 
that the volume indicator is an 
instrument for predicting changes 
in the fundamental valuation fac- 
tors. It is possible that the trans- 
actions of persons best informed 
on industry and company pros- 
pects may result in a volume in- 
dicator which would be useful in 
anticipating changes in the basic 
valuation factors themselves. This 
brief experiment, however, throws 
no light on this possibility. 

It would not be difficult, how- 
ever, to devise an experiment to 
test the usefulness of the volume 
indicator in predicting a change 
in equilibrium levels. In our ex- 
periment all participants had an 
equal knowledge of the market. 
It would be quite simple to pro- 
vide a few participants with ad- 
vance knowledge of a change in 


equilibrium levels. Under these 
circumstances it is possible that 
the volume indicator might point 
the direction of the impending 
change in price, even before the 
change in the supply - demand 
relationship became effective. 
Whether such an experimental 
situation would approximate the 
conditions of reai markets Is, of 
course, quite another matter. 

If time permitted it would be 
interesting to discuss the pattern 
and design of other possible ex- 
perimental studies. But this would 
be a topic in itself. After all, the 
planning and execution of experi- 
mental studies in economic be- 
havior as in the natural sciences 
is advanced by a variety of points 
of view and repeated experimen- 
tation. 

In conclusion, thesis 


then, our 


CHART I 


_. Thursday, January 11, 1951 


is that the experimental method 
may be of some value in advanc- 
ing our understanding of the val- 
uation process. Value is not a 
result of formula or mathematics. 
Men make markets and therefore 
to better understand how men 
behave in the market is to better 
understand the nature of the val- 
uation process. 

We must not be deluded into 
thinking that experimental stud- 
ies in economic or market behav- 
ior will lead to profit making 
formulas. We must view such 
studies rather as a means of in- 
creasing our knowledge of the 
tangible and intangible forces that 
make investment values and 
thereby improve the probability 
of making wise judgments on the 
basis of this broader understand- 
ing. F 
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Competition From 
Tax Exempt Business 


cooperatives, it creates a strong 
inducement for business corpora- 
tions that serve the farmer to 
adopt the cooperative form of or- 
ganization or to sell out to farm 
cooperatives. By conversion to an 
exempt cooperative, a tax saving 
can be gained for paying either 
patronage or stockholders’ div- 
idends. So-called “reserves” may 
also pe set up by farmer coopera- 
tives that would be taxable in- 
come for a business corporation, 
and the cooperative can use such 
“reserves” for expansion wr to 
maintain dividends in depression 
times. 


Patronage Dividends or Refunds 


When we turn to patronage div- 
idends, we find that both con- 
sumers’ cooperatives and farmers’ 
purchasing cooperatives are per- 
mitted to treat such dividends as 
refunds on their sales to cus- 
tomers or members. Consequently, 
some cooperative spokesmen 
argue, such amounts are not a 
part of the net income or net 
profit of the cooperative. The de- 


bate as to whether this pay- 
ment is “refund” or dividend 
brings us to the question of 


whether the cooperatives are not 
really making profits and dis- 
tributing them as_ patronage 
rather than as stock dividends. 
What are the profits of the or- 
dinary business corporation” 
What is their nature? They are 
the amounts left over as earnings 
after the payment of all expenses 


and the cost of goods sold. The 
Secretary of the Treasury pub- 
lishes statistics which show that 


many business corporations make 
no profit whatsoever. 

The corporations that do earn 
money derive their profits from 
two chief sources. The first is or- 
dinary return for the use ol 
money invested in the business; 
the second is, in some cases, in the 
nature of an extra return which 
results from extra managerial 
skill in the operation of that 
unit. How does this situation dif- 
fer from that which creates net 
income from which cooperatives 
pay patronage dividends? 

Their management states that 
these cooperatives charge their 
customers competitive prices 
much as do ordinary business 
units. Therefore, if they are able 
to earn net income so as to pay 
“refunds” or patronage dividends, 
what is the source? It is true that 
some cooperatives are unable to 
earn income or to pay any patron- 
age dividends but those which do, 
derive their net income from the 
same two sources. 

Some cooperatives pay very low 
dividends on their stocks and this, 
of course, may be called a “sav- 
ings,” which may be used to swell 
the patronage dividends. Where, 
as in the case of the consumers’ 
cooperative, the earnings for the 
stockholders are subject to the 
corporation income tax, and any 
dividends paid to the stockholders 
are taxed as personal income 
while patronage dividends are 
taxed neither to the corporation 
nor the receiver, there is a strong 
incentive to pay as little as possi- 
ble as dividends on the coopera- 
tive stock and as much as possible 
in the form of patronage dividends. 


From the point of view of eco- 
nomics or business analysis, the 
source of patronage dividends is 
the same as that of the dividend 
which is paid to the stockholder 
of the cooperative, and both are 
‘distributions of the net profits of 
the business corporation. They 


stem from the fact that capital 
tends to earn a return when used 
in a business, and that there are 
differences in managerial ability. 
In addition, there is the differen- 
tiating factor that net 


income 


available for patronage dividends 
for the cooperative may stem in 
considerable part from tax exemp- 
tion. We have seen above that 
under recent conditions in the 
field of retailing, such exemption 
from the Federal income tax 
would have permitted an exempt 
corporation to save as much as 
1.2% on sales. In the farm imple- 
ment manufacturing field this 
saving from exemption would 
have have been over 8% of sales. 
In the field of oil refining and 
distribution the savings would 
have been over 3%, and in the 
electric utility field, about 6% of 
the sales figure. 


If then we are to have tax 
equality, both the patronage divi- 
dends of consumers’ cooperatives 
and farmers’ purchasing cooper- 
atives, which are like other divi- 
dends, in their economic origin 
and also the income available for 
such dividends should both be 
subject to the same taxes as those 
levied upon the net income, or net 
profit, of the business corporation 
with which they compete. 


We have a precedent for this 
scrutiny of the economic nature 
of socalled “savings,” or patron- 
age dividends, in the practice of 
the Internal Revenue’ Bureau 
which scrutinizes the salaries paid 
by business corporations to their 
officers when these officers are 
also important stockholders. If 
the Bureau finds the salaries ex- 
cessive for the services performed, 
it treats such excess salaries as 
corporation profits and they are 
taxed as such. Since patronage 
dividends for consumer and farm 
buying cooperatives grow out of 
the same source as the profits of 
business corporations, namely, su- 
perior managerial skill and capital 
return, they should be subject to 
the same _ corporation income 
taxes. If the cooperatives should 
choose to pay these amounts to 
their members as patronage divi- 
dends or “refunds” instead of as 
dividends on stock, that is a mat- 
ter for their own management to 
decide. But taxation should be 
based upon the economic charac- 
ter of the item in question rather 
than upon a formalistic or legal 
clasification.} 


An even clearer illustration of 
this principle is found in the case 
of Eastern Carbon Black Company 
vs. Brast.2 In that case the cor- 
poration had sold its products to 
its stockholders for less than cost 
and less than market. In uphold- 
ing the Commissioner’s action in 
increasing the taxpayer’s_ sale 
price and taxing the corporations 
net income on the basis of the in- 
creased price, the court said: 


“in the case of ordinary sales, 
there is no point in distinguish- 
ing between market value and 
sale price; but, where there is a 
sale to stockholders below mar- 
ket value, this is in effect a dis- 
tribution among stockholders 
and the price obtained is not 
determinative in computing in- 
come, a part of which is thus 
distributed. The carbon black 
delivered to the stockholders 
here was worth more than six 
cents a pound in the hands of 
the corporation. When it charged 
the stockholders less than that 
amount for it, it was not in real- 
ity reducing its income but giv- 
1 For the opposite, or “legalistic” view, 
see Bradley, W. L., “Taxation of Cooper- 
atives, Harvard Business Review, xxx:576 
(Autumn 1947): “ . The right to 
exclude patronage refunds from gross in- 
come in the determination of the taxable 
net income of the taxable entity is not a 
matter of statutory right but rather 
solely one of contractual right, recognized 
by the courts whether an organization 
be set up to function as a agricultural 
cooperetive or to serve the needs of 
strictly proprietory commercial organiza- 
tions.” 

2 104 Fed. 
App-2, 1939). 


(2d) 460 (Circuit Court 


ing a part of that income to the 
stockholders. The real income 
of the corporation can no more 
be affected by such a transac- 
tion, we think, than by the pay- 
ment of exorbitant salaries; and 
the existence of a formal con- 
tract constitutes no more justi- 
fication for ignoring the real 
income in the one case than in 
the other.” (Italics supplied.) 


Tax Equality Should Net 
Handicap Co-ops. 

Such equality of taxation be- 
tween these cooperatives and busi- 
ness corporations with which they 
compete would merely restore 
equality of position and certainly 
should not destroy the coopera- 
tives affected. That this should 
be the case is attested by some 
of the cooperative leaders who 
admit that they have equally good 
management and the ability to 
carry on successfully in competi- 
tion with business corporations. 
Furthermore, some of these lead- 
ers have stated that if their pa- 
tronage dividends were subject to 
taxes they would lower their 
prices to their customers by the 
amount of the patronage dividends 
and so avoid the question of the 
taxability of such amounts. 

The adoption of such a practice 
of price reduction wherever the 
return is higher than needed for 
stockholders’ return would be in 
line with the practice of the busi- 
ness corporation which reduces 
its price under the same condi- 
tions. The direct lowering of the 
cooperative selling price rather 
than the payment of patronage 
dividends would, as a matter of 
fact, make for fairer and more 
straightforward competition and a 
clearer demonstration of the rela- 
tive efficiency of the cooperative 
and other competing business 
units, Consumers could make di- 
rect comparisons of the _ prices 
paid when dealing with the twe 
types of organization. Under the 
present system, the cooperative 
member never knows the exact 
price he is paying at the time of 
purchase because ‘the patronage 
dividend is in the future and, of 
course, it may actually never ma- 
terialize. This element of doubt 
comes very close to an unfair 
trade practice in that it holds out 
uncertain future patronage divi- 
dends as a lure for business. Di- 
rect price reductions by coopera- 
tives will make for clearcut com- 
petition. 

Such price reductions will also 
make for fair treatment of large 
and small members and of non- 
members trading with the cooper- 
ative. Some small members and 
non-members neglect to collect 
patronage dividends which results 
in swelling the profits distribut- 
able to those who do collect. For 
example, a non-member drives up 
to a cooperative filling station, he 
purchases gas and oil or a tire 
but may receive no evidence of 
his purchase. He is sometimes ig- 
norant of the fact that he is deal- 
ing with a cooperative, and, in any 
case, he does not know whether 
he is dealing with an exempt or a 
non-exempt cooperative, or, in- 
deed, whether the cooperative is 
one which pays patronage divi- 
dends. The result is that the profit 
on this business makes possible so 
much more in patronage divi- 
dends for those members who do 
collect them. This possibility ex- 
ists as between two cooperative 
members both receiving patronage 
refunds if one gets a wholesale 
price, as on the purchase of a car- 
load of fertilizer, while the other 
pays a higher price on smaller lots. 

Federal taxation should neither 
favor nor discriminate against the 
cooperative on the one hand or the 
business corporation on the other 
but give equal treatment to each 
so that in their competition for the 
public favor the more efficient 
units of either class may survive 
as a result of their giving the ul- 
timate consumer the benefit of the 
best service at the lowest prices. 

Since the patronage dividends 
of the consumers’ cooperatives 
and the farm buying cooperatives, 


when they exist, are derived from 
the same source as the business 
profits of the ordinary corpora- 
tion, they should be taxed as in- 
come to the recipient in the same 
manner whether the membership 
chooses to take them as patronage 
dividends or as dividends upon 
their stock. 


Farm Marketing Co-ops 


There remains the question of 
the treatment of the third class 
of cooperatives, namely, the farm 
marketing cooperatives. The divi- 
dends which are paid on the stock 
of these organizations are as clear- 
ly a return for the use of capital 
as the return paid by any of the 
other forms of cooperatives and 
should be consequently taxed as 
such. The income which makes 
such dividends possible should be 
taxed as such at the same rates as 
paid by the business corporation. 
Under the present law, however, 
this form of cooperative pays no 
income tax on the income earned 
for either stockholders’ or patron- 
age dividends if it qualifies for 
exemption under the law.3 

Most marketing cooperatives 
pay their members the going mar- 
ket price for their crops at the 
time they are delivered to them.4 
Then, at a later date, an additional 
distribution, usually called a pa- 
tronage dividend or refund, is 
paid. This extra distribution arises 
from business operations, such as 
marketing, processing, or manu- 
facturing. Profits from such busi- 
ness operations are not a return 
for the farm crop but an ordinary 
busisess profit, which should be 
subject to the same corporate in- 
come taxes as that paid by non- 
cooperative competitors. 

A further point to note is that 
some marketing cooperatives do 
not distribute full proceeds to their 
members but retain a portion for 
a number of months or even years 
after the crop season is over. Such 
retention is clearly an attempt to 
obtain the use of additional capi- 
tal without paying any stock divi- 


dends or interest for the use of 
capital. 
Farm marketing cooperatives 


are able with the aid of govern- 
ment agencies to borrow an un- 
usually large proportion of the 
capital which they need to con- 
duct their operations at a very 
low interest cost. Consequently, 
their need for capital from their 
farmer members is_ relatively 
smal] in relation to the volume of 
marketing operations which they 
carry on. Yet in order to obtain 
such ownership capital as they do 
need, frequently for supplemen- 
tary operations, elaborate schemes 
such as the revolving fund are 
frequently resorted to to obtain 
the needed stockholders’ invest- 
ment. Discussion of such a re- 
volving fund arrangement may be 
found in government bulletins, 
such as the Bulletin of the Farm 
Credit Administration on “Legal 
Phases of Cooperative Associa- 
tions.” (No. 50, May 1942, page 
276, etc.) The author of this bul- 
letin believes that this retention 
of funds to operate the business 
is equitable because it solves the 
problem of how “to capitalize a 
cooperative so that the capital 
furnished by a particular member 
will bear a direct relation to his 
patronage.” Clearly the raising of 
capital from members by this 
method reduces the need for sell- 
ing shares upon which stock divi- 
dends will be paid, and so mem- 
bers can receive all of their capital 
return in their patronage divi- 
dends. Unless patronage dividend 
income is taxed like corporate 





3For the qualifications 
exemption, see ibid. 

4 Where the cooperative makes only a 
partial payment for the crop upon re- 
ceipt, the amount paid at a later time 
may include an element of “capital re- 
turn.”” The cooperative has had the use 
of the funds while the crop was being 
sold and sometimes it pays a subnormal 
dividend on its stock. However, it is 
doubtful if any practical analysis can be 
made to determine the amount of the 
“profit” or “capital return” element 
when it is merely a part of the ordinary 
crop proceeds. 


required for 
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income so much capital return is 
given an exemption. 

As the writer of this bulletin 
Says: “It cannot be overemphasized 
that it takes money to go into 
business. Farmers, when they 
form and operate a cooperative, 
are in business and should supply 
the required capital.” (Page 276.) 
When farmers go into a business 
which is not farming, it is diffi- 
cult to understand why they 
should expect to be free from the 
taxes paid by other operators in 
that field. Furthermore, it would 
be unfair to permit them to create 
a form of ownership investment 
that will make it unnecessary to 
show much of their profits for 
dividends on stock and enable 
them to avoid the corporate in- 
come ‘tax by distributing such 
profits as patronage dividends, 
One of the reasons that these co- 
operatives have to resort to these 
schemes for retaining proceeds to 
provide ownership capital is their 
failure to pay dividends on their 
stock adequate enough to attract 
investment by members, The de- 
ficient capital return is then paid 
out as patronage dividends. This 
device for avoiding the payment 
of dividends shows how ineffec- 
tual a change in the tax law would 
be that only taxed the income 
available for dividends on stock 
and why many farm cooperatives 
even now do not claim the ex- 
emption from this tax. They pay 
little or no dividends at all on 
stock and make most or all of 
their profit distributions as pa- 
tronage refunds. The possibility 
that all of the owners’ investment 
may consist of retained earnings 
was illustrated earlier. Such bal- 
ance sheets as have been exam- 
ined show a predominance of cap- 
ital from that source. 

Where the marketing coopera- 
tive pays its members the going 
market price upon delivery of the 
crop, it would appear equitable, 
then, to require the cooperative to 
report all further net income over 
and above that price as business 
profits earned for its members 
and to make them subject to the 
same corporate incon.e taxes as 
are paid by other business con- 
cerns. Where the farmer memocr 
is only paid as the crop is sold by 
the cooperative, it may not be 
possible to apply this method of 
determining the business profits, 
if any. The basic principle shouid 
be to segregate the amouni repre- 
senting the crop return from the 
rever-ues produced by the of-the- 
farm activities. The cooperative 
should be obliged to distribute the 
crop return within a reasonably 
short period after sale. Any 
amounts not distributed promptly 
should be treated as corporate 
earnings and taxed as such. Such 
taxation would put pressure upon 
the cooperatives in the future to 
obtain their capital needs, other 
than that which is borrowed, by 
selling stock and paying a reason- 
able dividend upon the same in 
order to induce such investment 
on a voluntary basis. When, and 
if, cooperatives paid an income 
tax as other business corporations 
do, their retention or earnings 
would arouse no more objection 
than the similar practice of other 
corporations. 

Before concluding, it should be 
emphasized that such equal iax 
treatment is in no sense a hostile 
measure directed against this form 
of business organization. They 
have played a useful part in the 
American economy, especially in 
the field of agriculture. They 
have made a valuable economic 
contribution. However, many of 
them are no longer small strug- 
gling institutions but vigorous 
mature business units. On the 
basis of Farm Credit Administra- 
tion reports of farm cooperative 
business at the local level of $8,- 
635,000,000 for the marketing year 
1947-1948, one estimate, after al- 
lowing for non-reporting organi- 
zatious, wholesaling and manu- 
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Tomorrow’s 
Markets 
Walter Whyte 
| Says— 

L— By WALTER WHYTE! 


It seems a futile task to talk, 
or write, about a market that 
is full of inflationary fears 
and is trying its best to go 
through a series of roofs. It’s 
like trying to figure out 
where a runaway horse, with 
the bit in its teeth, will stop. 
The horse may run out of 
wind and gradually slow 
down to a dead stop; it may 
run into some obstacle that 
may bring it up short, or it 
may break its leg. 
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The market is like that 
horse. The thing most wished 
for is a gradual stopping of 
the mad dash, though there’s 
no assurance that that will be 
the outcome. 

Last week I said here that 
the confirmation of the indus- 
trial average of the previous 
action of the rails signaled a 
new bull market under the 
Dow theory. Actually it 
wasn’t the signal for a “new” 
bull market; it was a re- 
affirmation of the old bull 
market. 

a * a me 

I’ve thought and thought 
what to do about such a mar- 
ket. I’ve tried to put myself 
into the position of a new- 
comer; one without a share of 
stock but anxious to get in; 
desirous of exchanging declin- 
ing dollars for advancing 
equities. The only solution 
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South. Pacific @ 391. Mar. 9 $425.00 
Y’gst’'n Sheet @ 59", Mar. 2 187.50 
Southern Ry. @i2 May 7 350.00 
U. S. Steel.. @ 14°4 Mar. 10 225.00 
Richfield Oil @ °%*% Mar. 12 300.00 
Repub. Steel @45'/. Mar. 15 387.50 
Mo. Pac. pfd. @ 2914, Apr. 3 825.00 
Studebaker..@29 Mar. 2 137.50 
Homest. Mng.@35 Mar. 19 125.00 
Plymouth Oil @53 Apr. 7 350.00 


Subject to prior sale or price change 
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| I’ve come up with is to buy 
| the stocks of companies which 
| control 


all their processes 


from the raw material to the 
finished products. 


%*K 
G 


Such companies must have 
either completed their expan- 
sion in the recent past, or are 
well on their way to having 
accomplished it without addi- 
tional financing. 


The companies that fit this 
yardstick are the major steel 
outfits like U. S. Steel and 
Bethlehem; well integrated 
oils and some of the metal 
mining companies like Kenne- 
cott and Anaconda; companies 
that control their raw mate- 
rials and retain control from 
the raw to the finished prod- 
uct that finally finds its way 
into the hands of the ultimate 
consumer. 


So far this yardstick applies 
only to inflationary hedges. 
There is the war to be con- 
sidered. 


ale ow 


During World War II there 
were many small companies 
that made tremendous strides 
due to war orders. It is a safe 
supposition that there’ll be 
similar companies in the same 
position in the present emer- 
gency. 


But despite the inflamma- 
tory. newspaper stories wand 
political gassing, war _ isn’t 
inevitable as we are led to 
believe. Should the present 
war fears be dissipated, the 
war babies would suffer. On 
the other hand, the companies 
mentioned above would still 
be in a solid position, even 
though they, too, would have 
sympathetic market declines. 

[The views expressed in this 
article do not necessarily at any 
‘ime coincide with those of the 


Chronicle. They are presented as 
those of the author only.] 


Halsey, Stuart Group 
Offers Erie RR. Gtfs. 


A group headed by Halsey, 
Stuart & Co. Inc. is offering today 
(Jan. 11) $5,400,000 Erie RR. 2°s% 
serial equipment trust certificaies 
maturing semi-annually July 15, 
1951 to Jan. 15, 1961, inclusive at 
prices to yield from 1.70% to 
2.55%, according to maturity. 

The certificates are issued un- 
der the Philadelphia Plan and are 
being offered subject to approval 
of the Interstate Commerce Com- 
mission. They are secured by 
new standard-gauge railroad 
equipment estimated to cost 
$6,863,000. 

Associated in the offering group 
are R. W. Pressprich & Co.; A. G. 
Becker & Co. Inc.; Hornblower & 
Weeks; The Illinois Company; L. 
F. Rothschild & Co.; First of 
Michigan Corp.; Freeman & Co.; 
Wm. E. Pollock & Co., and McMas- 
ter Hutchinson & Co. 


Joins Townsend, Dabney 
(Special to Tue FinancraL CHRONICLE) 
BOSTON, Mass. — Howard R. 
Guild, Jr., has joined the staff of 
Townsend, Dabney & Tyson, 30 
State Street, members of the New 
York and Boston Stock Exchanges. 
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Competition From 
Tax Exempt Business 


facturing and commission opera- 
tions, arrives at a total in excess 
of $15 billion. The economic con- 
tribution which private profit- 
seeking enterprises have also made 
to the American standard of liv- 
ing should not be _ overlcoked. 
They, too, have brought improved 
productive technology and mass 
marketing methods to the service 
of the consumer. 


Summary on Cooperatives 

A summary of the various fore- 
going proposals for changing the 
income tax law to place the dif- 
ferent types of cooperatives on a 
basis of tax equality would be 
as follows: 

(1) For consumer co-ops, the 
amounts distributed in cash or al- 
located as patronage dividends 
should be included in the taxable 
net income of the cooperative 
and made subject to the same 
corporate income tax as the re- 
curn earned for its members on 
their stock investment. Simi- 
larly, patronage dividends should 
be regarded as a part of the re- 
cipient’s personal income and 
taxed as such. 

If these amounts are not gen- 
uinely capital returns, the rem- 
edy for the consumers’ coopera- 
tive is simple. The cooperative 
may reduce its prices in the same 
way as would a business com- 
petitor. 

(2) For farm buying coopera- 
tives, similar treatment of 
patronage dividends and_ stock- 
holders’ earnings would be the 
fair course. They, too, should 
pay the corporation income tax on 
such amounts of net income as are 
available for the payment of 
either patronage or stockholders’ 
dividends. Members are now 
liable for a personal income tax 
on both types of dividends. 

(3) For farm marketing coopera- 
tives, the corporation income tax 
should be levied upon any balance 
earned to pay dividends. to 
stockholders and, when the co- 
operative pays ‘the farmer the 
market price of his crop at the 
time of delivery, any further pay- 
ment, even though called a pat- 
ronage dividend, should be taxed 
like stockholder income available 
for dividends. In instances where 
the cooperative advances initially 
only a portion of the value of the 
farmers’ commodities rather than 
the market price, it would be rea- 
sonable that no income tax liabil- 
ity should attach to funds dis- 
bursed within a reasonable period 
of time after their sale by the co- 
operative in order to bring the 
total up to that market figure. 
However, any additional amounts 
which represent net earnings from 
the operations of the cooperative, 
whether from marketing, process- 
ing or manufacture, should be 
treated as taxable net income re- 
gardless of whether or not they 
are distributed. 


Government-Owned Electric 
Utilities 

As might be inferred from ma- 
terial already presented, the tax 
factor is also of first-rate impor- 
tance in the field of government- 
owned utility operations. While 
direct competition of government- 
owned and privately-owned util- 
ities is the exception, compari- 
sons, an indirect competition for 
public favor, are common be- 


tween the two groups in such a 
field as electric power where 
both types of ownership are 


5 National Tax Equality Association, 
Facts and Figures, p. 147. A statement 
to the Committee on Ways and Means of 
the House of Representatives, 81st Con- 
gress (Chicago: The Association, 1950). 
In this source, a net income of approxi- 
mately 2% is estimated and the income 
taxes escaped at $318 million, p. 35. 


found. The fairness of such com- 
parisons is an important question. 
With the publication by the Fed- 
eral Power Commission of the 
first volume of its “Statistics of 
Publicly Owned Electric Util- 
ities,’ data became readily acces- 
sible for our study. The figures 
for 1948 show a gross electric 
plant investment amounting to 
$1,297 million plus $338 million of 
other utility plant, exclusive of 
Federal power projects. Gross 
electric revenues were $283 mil- 
lion. The importance of taxes to 
the showing of these municipal 
electric utilities can be seen from 
the ratio of that item to revenues. 
Their total taxes amounted “to 
2.0% of gross revenues; similar 
private companies (Classes A and 
B) reported Federal income taxes 
amounting to 7.3% and _ other 
taxes amounting to 9.6%, or to- 
tal taxes of 16.9% of electric util- 
ity operations in 1948.6 

If a municipality that does not 
compete with any private com- 
pany chooses to give its own proj- 
ect favored tax treatment, that is 
its privilege, although it destroys 
the comparability of its rates with 
those of neighboring privately 
owned companies to that extent 
and increases the amount of rev- 
enue which that community will 
have to raise from other sources. 
The effect is to shift so much of 
the local tax burden from one 
form of levy to another. Escape 
from the Federal corporation in- 
come tax, however, relieves the 
community served by a municipal! 
utility of its share of the Federal 
tax burden as compared with 
those served by private com- 
panies. Since power rates are 
tailored by regulation to produce 
a stipulated rate of return on in- 
vestment, it is apparent that the 
situation in 1948 was as though 
consumers using private power 
from a company subject to the 
corporation income tax were pay- 
ing an excise tax averaging 7% 
which municipal power consumers 
escaped. 

If all of the “savings” from 
lower taxes were passed along to 
consumers, tax equality would 
pose a difficult problem. Actu- 
ally, the publicly owned electric 
utilities report a substantial net 
income after their operating ex- 
penses and interest charges. Had 
they paid a 38% tax on their 
combined net income in 1948, it 
would have totaled $31,464,000, or 
11.1% of electric revenues. This 
per cent is high because it is re- 
lated to electric revenues only. 
The net income from other utility 
operations is only reported on a 
net basis. Were total utility rev- 
enues assumed to be proportion- 
ate to gross plant investment in 
electric and other utility property, 
these income taxes would have 
been but 8.8% of revenues or a 
figure more nearly comparable to 
that paid by private companies. 

Three other tax factors should 
also be mentioned: (1) many of 
these municipal utilities purchase 
power from Federal hydroelectric 
projects, which enjoy a _ special 
tax position; (2) municipal util- 
ities are financed by the sale of 
tax exempt bonds; and, (3) be- 


tween June 13, 1933, and June 


6 Federal Power Commission, Statistics 
of Electric Utilities in the United States, 
1948, p. 10, and Statistics of Publicly 
Owned Electric Utilities, p. 8. On the 
other hand, some allowance should be 
made for those municipalities which are 
supplied with power from their own 
plants without any bill being presented 
which might be regarded as the equiva- 
lent of a tax for some analytical purposes. 
For similar private utilities, such power 
use would provide additional gross 
revenues. 

Abrams, Ernest R., “Municipal Owner- 
ship of Utilities Declines,” Barron’s, 
Sept. 4, 1950, p. 39. 
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1, 1939, the Public Works Admin- 
istration gave some commuunitiés 
45% of the cost of setting up 
their own electric supply systems 
and lent them the balance at a 
very low rate of interest. In this 
period, PWA lent over $96 million 
and gave over $95.6 million to 477 
non-Federal bodies. 

Federal power plants represent 
about % of the government- 
owned electric capacity of the 
country and produce a substan- 
tially higher fraction of the pub- 
lic power sold. The four hydro 
giants— The Tennessee Valley 
Authority, Grand Coulee, Hoover 
(Boulder) Dam, and Bonneville— 
represent almost a billion dollar 
investment in electric plant. They 
pay no Federal income taxes and 
make only a small contrioution, if 
any, to local taxes. As for return 
upon their capital investment, 
they ere under no obligation to 
earn any stipulated rate or even 
anything at ail. No _ interest 
charges may appear in their op- 
erating statement. Even when 
such a property does reach the 
point where it returns to the 
Treasury an amount sufficient to 
equal what the Federal Govern- 
ment pays for its borrowed funds, 
currently under 24%, it has the 
same general advantages that the 
municipal utility has over the 
private utility of very low capital 
cost and nominal taxes. 

Capital costs and income taxes 
may constitute three-fourths of 
the total costs of power generated 
by a similar private hydroelectric 
development. Here is a very high 
“saving” for the utility able to 
buy Federal power. The amount 
is unknown and hidden from the 
casual reader of operating data of 
the municipal utilities affected. 
To put the cost of Federal power 
on a parity with private power— 
especially if any “yardstick” us- 
age is intended—the government 
should not only charge rates suf- 
ficient to cover not only a reason- 
able return on the capital invested 
in utility property but also an 
amount equal to the corporate in- 
come taxes lost by supplanting 
private investment and operation. 

Because a municipal utility uses 
no stocks in financing its needs, 
its cost of outside funds is repre- 
sented by the rate paid in its bond 
issues. For 1948, the interest 
charges represented an average 
rate of 3% on total debt. This rate 
is a composite of rates on past 
financing. Currently lower rates 
are available for such tax exempt 
bonds. For example, the Public 
Utility District No. 1 of Clark 
County, Washington, recently sold 
a serial electric revenue bond is- 
sue with yields from 1.20 to 2.35% 
on maturities from 1951 to 1977 
and an average cost of approxi- 
mately 2.25%. The Consumers 
Public Power District of Nebraska 
sold Western System serial rev- 
enue bonds with yields from 1.10 
to 2.00 for maturities of 1953-1980. 
In contrast, the private utility not 
only pays a higher yield to bor- 
row with non-exempt bonds but 
also is obliged to raise a substan- 
tial part of its funds by the sale 
of stock. The overall average rate 
of return currently regarded as 
necessary for a private electric 
utility to maintain its credit and 
raise new funds usually runs at 
the present time from 512 to 6%. 
What this means is that the abil- 
ity to use tax exempt bonds in- 
stead of taxable stocks and bonds 
makes it necessary for the private 
utility to pay from two to three 
times the rate needed by a mu- 
nicipal utility. Even this state- 
ment ignores the net ownership 
equity of the municipal utilities 


accumulated from past surplus 
earnings or a PWA grant upon 
which it may feel no obligation to 
earn any return. At the end of 
1948, municipal electric utilities 
had total funded debt of $624 mil- 
lion and ownership equity of $754 
million, $88 million representing 
investment of the municipality 
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and $656 million representing sur- 
plus.7 

wiiferences in capital cost be- 
come more significant when we 
recall the point made earlier that 
the capital return cost for utilities 
is a subsiantial item in the total 
cost of tne service. This total cap- 
ital return (interest plus return 
earneqa tor stockholders) consti- 
tuted 18.7% of revenues for pri- 
vate eleciric utilities in 1948; 
30.6% in 1940. If it is assumed 
that the average municipal utility 
has a capiial vost of one-nalf that 
of the private company, it could 
under comparabie operating con- 
ditions reduce that cost from 18.7 
to 9.3% of gross revenues and pay 
only 2.0 instead of 16.9% for taxes. 
In effect, these two “savings” 
would permit rate schedules 24.2% 
lower for the municipal utility 
operated at the same level of ef- 
ficiency.® Or, stated in the reverse 
fashion, such costs if added to the 
other necessary costs of a munici- 
pal plant would raise its rate 
structure by 32% (24.2 + 75.8). In 
practice, the municipal company 
does not pass along all of these 
“savings” 1n lower consumer rates 
but uses them to build a net worth 
or surplus of property investment 
over debt. Consequently, were 
municipal companies obliged to 
pay an income tax, it would not 
necessarily have to increase ex- 
isting rates. It might merely re- 
duce the amount available for the 
expansion of ownership invest- 
ment. It might even lead to rate 
reductions by municipalities anx- 
ious to avoid the income tax. They 
would then be obliged to finance 
more of their expansion by bonds 
and less by retained earnings. 

Clearly, here is a field of busi- 
ness where tax exemption is even 
more important than in the case 
of the cooperatives studied above, 
when comparisons are being made 
between exempt and taxed busi- 
ness units. Tax equality would at 
the least require: 

(1) That municipal utilities be 
obliged to pay an amount equal 
to the Federal corporate income 
tax rate upon any net income 
whenever it serves a field in which 
privately owned companies oper- 
ate, and 

(2) That the interest from all 
future issues of bonds sold by such 
municipal utility properties should 
be fully subject to income taxes 
for the recipient of such interest. 

Something approaching tax 
equality is necessary if discrimi- 
nation between taxpayers who buy 
from municipal and private utili- 
ties is to be our objective. Fur- 
thermore, any comparisons be- 
tween rates of municipal and pri- 
vate utilities are meaningless in 
the absence of more equal tax 
treatment. 


A corporate income tax could 
be avoided by a municipal utility 
willing to pass all “savings” along 
to consumers through reduced 
rates. This possibility poses the 
question as to whether a more 
equitable arrangement would not 
be to exempt all regulated utili- 
ties from the income tax, whether 
public or private, and levy a com- 
mon excise tax upon the revenues 
of both that would yield the de- 
sired total revenues from this sec- 
tor of the consuming public. 


Conciusion 


Cooperatives and government- 
owned utilities have been selected 
for discussion because they were 
deemed the most important to the 
problem of tax exemption as a 
competitive business factor. The 
problem in the case of certain fi- 
nancial institutions, notably in- 





7 Federal Power Commission, Statistics 
of Publicly Owned Electric Utilities, 1948. 
8 This comparison omits the greater 
advantage previously referred to from 
both lower capital cost and tax exemption 
where hydroelectric power is employed. 


. This advantage arises from the large part 


these two elements play in hydro as com- 
pared with steam power. While munici- 
pa! utilities are given preference in the 


-sale of federal power, somé private utili- 


ties are able to purchase it where munici- 
pal plants are unable to absorb the total 
available. 
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surance companies, involves more 
complex and technical matters. 
Whatever tax burden is laid upon 
such. institutions, the same gen- 
eral principle developed here 
would seem applicable. The ob- 
jective should be to produce an 
equality of tax burden within a 
given competitive field so as to 
avoid favoring cne corporate form 
Oi: Organization over another. To 
achieve that end, economic analy- 
Sis is essential to avoid inequity 
growing out of legalistic differ- 
ences. Fundamental economic 
similarities should be emphasized. 
Thus, if mutual savings banks 
were to be regarded as competi- 
tive with commercial banks, it 
would appear equitable to permit 
them to deduct payments to de- 
positors that are the equivalent 
of interest in arriving at their net 


taxable income even though such 
a payment is legally called a “‘div- 
idend” under their mutual form 
of organization. 

Because the weight of taxation 
has become so heavy, the greatest 
care is essential that it be not used 
to handicap some business organi- 
zations at the expense of others. 
Failure to exercise such care might 
so blight the competitive process 
that it will cease to bring about 
the survival of those units which 
serve the community with the 
greatest economy of resources. As 
between its own and private en- 
terprise, the government can read- 
ily discredit private operation, es- 
pecially in the utility field, if it 
chooses to tip the scales in its 
own favor. with discriminatory 
taxation as it does at the present 
time, 
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Inflation—The Job Ahead 


efforts to gain or maintain special 
protection against danger and 
sacrifice we all must share, can 
long be _ tolerated? Otherwise, 
there is little that any Agency of 
Government can do to prevent the 
upward march of inflation. Price 
and wage control means self con- 
trol and unselfishness by every 
individual, but it also means Na- 
tional control of those who insist 
upon putting their selfish interest 
before the common good as crisis 
deepens. 

In this people’s war against in- 
flation, you who are in the busi- 
ness of selling consumer goods 
ccecupy a strategic front. How you 
act, individually and collectively, 
can do much to win or lose our 
economic war, for you are close 
to the buying public, and that 
makes you able to act as special 
two-way interpreters. 

You must interpret to the pub- 
lic the necessity for stabilization, 
and the necessity for control of 
wages as well as prices. You must 
interpret to your customers the 
inevitability of the moves we 
‘have to make. You must help 
each one of them get on the side 
of the greatest good for the great- 
est number in this struggle, and 
the best way to get them on that 
side is to be there ahead of them! 


Inflation Fight—A Crucial Job 
for Retailers 


We also need your help in 
bringing to us the reactions of 
your consumers who are the 
American people to our meas- 


ures and our program. With that 
information, we can make adjust- 
ments, correct inequities, and 
make the system work with the 
minimum of pain and resentment. 
Yours is a crucial field so far as 
public extension of price control 
is concerned. We would do a fine 
job in controlling the costs of 
basic raw materials going into 
war production, but only if the 
housewife sees us holding down 
prices of the things she buys daily 
in the grocery store or weekly in 
the department store will she 
think her Government is trying 
to help her. We need your advice; 
we need your support, and the 
American people need them too. 
I say again that there is no group 
of people who can _ contribute 
more notably to the success or 
failure of our effort to stabilize 
our economy. We can close, as al- 
ways when talking of America, on 
a note of optimism. The American 
reople have always done what 
they had to, when they have un- 
derstood that was necessary, and 
why. Sometimes they have de- 
layed almost too long, and have 
paid a higher price for that delay. 
If we can bring National under- 
standing of the need for stabili- 
zation, of the methods necessary 
to stabilize, and of the inevitabil- 
ity that everyone sacrifice a little, 


the American people will again 
come through. But events move 
quickly these days, and so little 
time is left. Understanding and 
the spirit of sacrifice must come 
very quickly. 

In your own field there is one 
matter of the greatest importance. 
It is a difficult one, as many of 
you will remember from earlier 
days. In the field of consumer 
goods, it is not enough to stabilize 
prices if, as a result, there vanish 
from the market the low-end 
products — that is, the essential 
goods at the lower price levels. 
These are often the only goods 
of the kind that low-income fam- 
ilies can afford to purchase. If 
they vanish from the market, it is 
just the same to such buyers as 
if all items of that kind had van- 
ished. It is absolutely essential 
that retailers play the game by 
keeping low-end goods on the 
market, no matter how difficult 
that may be. 

We who are concerned with 
these economic complications beg 
your patience and the patience of 
all citizens while we struggle to- 
ward a solution of the many deli- 
cate technical problems involved. 
We shall make mistakes, but we 
shall correct them as rapidly as 
possible. We shall not be able to 
correct all existing inequities, but 
we shall try not to add to them 
and to see that necessary sacri- 
fices are equally borne. In this 
vast enterprise we must win and 
we must deserve the _ whole- 
hearted support of all thinking 
Americans. That is the pre-con- 
dition of our success, and only 
with economic success can there 
be security and peace. 


District Exchange 
Annual Dinner 


DETROIT, Mich.— George A. 
McDowell, George A. McDowell & 
Co.. President of the Detroit Stock 
Exchange, has announced that the 
Annual Dinner of the Exchange 
will be held at the Hotel Statler 
on Tuesday, Feb. 20, 1951. 

Edward T. Bennett, Jr., Manley, 
Bennett & Co., will be General 
Chairman, assisted by J. Gordon 
Hill, Reginald MacArthur, Ken- 
ower, MacArthur & Co.; Harry A. 


McDonald, Jr., McDonald-Moore 
& Co.: Charles A. Parcells, Jr., 
Charles Parcells & Co.; John K 


Roney, Wm. C. Roney & Co.; and 
Thomas F. Willmore, Jr., Merrill 
Lynch, Pierce, Fenner & Beane. 

Clark Clifford of Washington, 
D. C., will be the speaker of the 
evening. 

In addition to Exchange mem- 
bers and others from the broker- 
age and investment industry, 
bankers and corporate executives 
will attend. 


(187) 39 


Estimates of 1951 Business Expansion 


SEC and Commerce Department place planned expansion at 


$21.9 billion, or 21% 


higher than in 1950. 


‘ Business is planning to expand at a record rate of $21.9 billion 
in 1951, according to a special survey of business plans made pub- 
lic jointly on Dec. 30 by the Securities and Exchange Commission 
and the Department of Commerce. This is 21% higher than the 


estimated outlays for 1950 and about 14% 


Outlays in 1948. 


higher than the peak 


Allowing for the rise in capital goods costs during 1950, the 
physical volume of outlays in 1951 is currently anticipated at 
about 17% above actual expenditures in 1950. In view of the tight 
materials and manpower situation which will result from increas- 
ing defense expenaitures, there is some question whether this ex- 


pansion will be fully realized in 


1951. 


About two-thirds of the planned increase in capital outlays for 
1951 over 1950 is attributable to manufacturing companies. These 
companies expect to add $10.6 billion to their plant and equipment 
during 1951, an increase of $2.6 billion or 33% over 1950. Iron and 
steel companies plan to approximately double their outlays in 


1951. The chemical industry also 


is planning substantial additions. 


Railroads and mining companies plan to spend about 19% 
more in 1951 than in 1950, while transportation companies other 


than railroad plan to spend 44% 
plan to spend about 7% more in 


more. Electric and gas utilities 
1951, while it is estimated that 


plans of commercial and other companies are for an 8% increase 


in spending in 1951. 


_ The 1951 planned expenditures for major industry groups are 
given below, together with estimated outlays for the past several 











years. 
Millions of Dollars % Chge, 
148 1949 *1950 F1951 1950-51 
Manufacturing w-------...... 8,340 7,250 7,950 10570 +33 
PIN ce csstiesendihab tits stn het 800 740 690 820 +19 
Railroads ______- — -- 1,320 1,350 1,140 1,360 +19 
Other transportation ________ 700 520 430 620 +44 
Electric and gas utilities.___._. 2,680 3,140 3,220 3440 4 7 
Commercial and miscellaneous 5,390 5,120 4,700 5,070 + 8 
NE atid ek Nie tpn dae dea 19,230 18,120 18,130 21,880 +21 


*Estimates based on actual expenditures for the first nine months and antici- 
pated expenditures for the last three months of the year. 


- tEstimates based on anticipated capital expenditures of business. 
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Difficulties Foreseen for Retailers 


ing on the part of retailers that 
deliveries in 1951 may be slower. 
Gains in orders for men’s and 
boys’ wear, ready-to-wear and ap- 
pliances. were also foreseen. 

The survey disclosed that re- 
tailers will devote their greatest 
1951 promotional efforts to pro- 
motion of charge accounts and 
branded merchandise. That stores 
are making a concentrated effort 
for suburban trade was also evi- 
dent through the fact that 30% 
of retailers queried mentioned 
an expanded suburban promotuou 
among their early 1951 plans. 

Increased mobilization and the 
drain of manpower to defense 
production are responsible for the 
fact that 57% of the stores in- 
cluded in the survey foresaw a 
tightening labor market during 
1951. To combat this expected 
loss of personnel, most of the 
stores reporting indicated that 
they would make greater use of 
part-time employees. 

In light of today’s critical situ- 
ation and the probability of ex- 
panded government regulations, it 
is noteworthy that 75% of the 
merchants reporting in the survey 
indicate that ways and means to 
avoid price increases and _ so 
brake a disastrous inflation are ot 
prime importance. Retailing’s in- 
terest and concern over the possi- 
bility of rising prices is directly 
tied to the subject of rising costs, 
with 64% of the stores expecting 
increases in advertising costs, 70% 
foreseeing higher selling costs and 
67% predicting increases in pay- 
rolls, A consideration of these 
factors is sufficient reason for the 
fact that 38% of the reporting 
stores expect a drop in net profits 
for the first quarter of 1951. An 
identical percentage anticipates 
no change in profits while only 
24% expect slight profit gains. 

The survey’s final question re- 
quested the opinion of store own- 
ers on the major problems facing 
retailers at this time. Two sub- 
jects were most frequently men- 
tioned in the answers—personnel 
and prices, while problems con- 
cerned with merchandising, buy- 





ing and getting deliveries were 
also emphasized by a large num- 
ber of participants. It goes with- 
out saying that the report revealed 
grave concern on the part of re- 
tailing over government regula- 
tions. Other frequently named 
problems often mentioned as vital 
were operating costs, narrowing 
markups, taxes and the slim pros- 
pect for profits. 

Underlying most of the com- 
ments, however, was the retailer’s 
keen awareness of his customers’ 
problems—the scarcity of wanted 
well-timed merchandise and a 
feeling of uncertainty about the 
future. 

Disclosure of results of the sur- 
vey coincided with the opening of 
the 40th Annual NRDGA Conven- 
tion in the Hotel Statler on Jan. 8. 
More than 5,000 retail top man- 
agement executives are expected 
to be in attendance during the 
four-day meeting which includes 
twenty-nine sessions devoted to 
operating techniques in every 
phase of store operation. Because 
of current conditions and doubt 
about what the future holds in 
store, this year’s convention is 
expected to draw the attention 
and interest of store principals 
and business executives to a 
greater extent than ever before. 


Fordon Now Member 


Of Detroit Exchange 


DETROIT, Mich.—The Detroit 
Stock Exchange announces the 
admission of Ralph Fordon as a 
member of the Exchange and the 
registration of the firm of For- 
don, Aldinger & Co. with offices 
in the Penobscot Building. 

Mr. Fordon’s partners are Cyrus 
B. Aldinger and Albert H. Al- 
dinger. 


Barr Bros. & Company 
Admits J. V. Hollan 
Barr Brothers & Co., 40 Wall 
Street, New York City, announce 
that John V. Hollan has been ad- 


mitted to the firm as a general 
partner. 


ww 
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Indications of Current 


Business Activity 


AMERICAN IRON AND STEEL INSTITUTE: 
Indicated steel operaticns (percent of 
Equiva2‘ent to- 


Gteel ingots and castings (net 


capacity )- ee 


CORE Jaccnwnc= 


AMERICAN PETROLEUM INSTITUTE: 
Crude oil and condensate output 
gallons each) ‘ j 
Crude runs to stills — daily 
Gasoline ouiput ibtbls.) oN! a 
Kerosene output ‘bbls.) , il 
Gas, oil, and distillate fuel oil output 
Residual fue! oil output (bbis.) 
Stocks at refineries, at bull: terminals, in tra 
Pinished and i gascline ibbls.) 
Kerosene (bbis.) 
Gas, oil, and distillate 
Residual fuel oil (bbls 


-daily average (bbls. of 42 


average (bbi 


(bbls. ) 


(bbls.) at 


) al inane andne 


fuel oil 


ASSOCIATION OF AMERICAN RAILROADS: 
Revenue freight loaded «number of ca 
Revenue freight received from connection 


CIVIL ENGINEERING 
RECORD: 
Total U. S. construction ; , 
Private construction meee 
Puittic constru ass stoi 
State and mu eee 
Federea! 


CONSTRUCTION — ENGINEERING NEWS- 


COAL OUTPUT (U. 
Bituminous 
Pennsylvania anthr 
Beehive coke (ton 


Ss. BU REAU OF MINES): 


acite (ton 


Dec 
.Dex 


DEPARTMENT STORE SALES INDEX 
TEM—1935-39 AVERAGE 100 


FEDERAL RESERVE SYS- 


EDISON ELECTRIC INSTITUTE: 
Electric output (in 009 kwh.)- 


FAILURES (COMMERCIAL 
STREET INC. 


AND INDUSTRIAL) —DUN & BRAD- 
teenage 


IRON AGE COMPOSITE PRICES: 
Finished steel (per lb.) 
Pig iron (per gross ton) 
Scrap steel (per gross ton)__ 


METAL PRICES (E. & M. J. QUOTATIONS): 
Electrolytic copper— 
Domestic refinery at__ ~_- 
Export refinery at_-.... 
Straits tin (New York) 
Lead (New York) at__-- 
Lead (St. Louis) at 
Zinc (East St. 


Louis) at- 


MOODY’S BOND PRICES DAILY AVERAGES: 
U. S. Government Bonds _- 
Sepenee corporate 


oe Group . 
Public Utilities Group 
Industrials Group ~~. ~~~ 


MOODY’S BOND YIELD DAEBLY AVERAGES: 
U. S. Government Bonds____- 
Average corporate — 
RR 
hl 
ar 
Railrozd Groun — 
Public 


—- § 


ee =8=— 


Utilities Grou 
Industrials Group — 


MOODY’S COMMODITY INDEX 


NATIONAL PAPERBOARD ASSOCIATION: 
Orders received (tons )_ 
Production (tons) — ; 
Percentage of activity 
Unfilied orders (tons) at 


@OFL, PAINT AND DRUG REPORTER PRICE INDEX—1926-36 
AVERAGE: 


@TOCK TRANSACTIONS FOR THE ODD-LOT ACCOUNT OF ODD- 
LOT DEALERS AND SPECIALISTS ON THE N. Y. STOCK 
EXCHANGE—SECURITIES EXCHANGE COMMISSION: 

Odd-lot sales by dealers (customers’ purchases )— 
Number of orders_ slain 
Mumber of shares—Customers’ 
Dollar value 


Odd-lot purchases by dealers (customers’ sales) — 
Number of orders—Customers’ total sales 
Customers’ short sales 
Customers’ other sales 
Number of shares—Custcmers’ 
Customers’ 


Round-lot 
Number 
Short 
Other 


Round-lot 


purchases by dealers— 
Number 


of shares 


WHOLESALE PRICES NEW SERIES—U. S. DEPT. — 
ee OF LABOR 
All commodities 
Parm products 
Grains 
Livestock — 
a a ie a on ne ene nnn 
Eee ccs acannnennsonannon dl 
Textile one oe rn enn ee po 
Fuel and lighting materials Be! 
Metals and metal products 


ES, NOON 5 se ct tte rcs sect reenter ones. ~ tan. 


*Revised figure. {Includes 544,000 barrels of foreign crude runs, 


em | CN 


ae 


“ tetal CRE cadatieisnndaddsddimnia Dec. 


i eT —..  F 


coa] and lignit (tons ‘ . a : anne. 2 


Nth toh bo 


~] 


NON phe 


* 
- 


Latest 
Week 
102.7 


1,980,800 


5,767,910 
16,388,000 
20,622,600 

2,693,000 
10,024,000 

9,925,000 


116,695,000 
20,335,000 
71,318,000 
41,533,000 


602,376 
983,166 


$154,206,000 
63,439,600 
90,767,000 
80,698,000 
10,069,000 


9,100,000 
647,009 
155,700 


4.131« 
$52.69 
$45.09 


24.200c 
24.425c 
153.000c 
17.000c 
16.800c 
17.500c 


101.46 
115.82 
120.02 
118.80 
115.24 
109.60 
112.37 
116 
119.: 


2.86 
2.65 


71 


989 ~ 


3.19 
3.04 
2.85 
2.69 


524.0 


158,208 
139,385 

63 
617,245 


148.9 


29,378 
1,248,831 
$48,803,549 


41,401 

260 

41,041 
,256,542 
13,677 
1,242,865 
$46,632,342 


405,690 
405,690 


419,360 
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The following statistical tabulations cover production and other figures for the 


Dates shown in first column are either for the 
week or month ended on that date, or, in cases of quotations, are as of that date: 


latest week or month available. 


Previous 
Week 
101.8 


1,963,400 


5,763,310 
6,159,000 
20,075,000 
2,600,000 
9,436,000 
8,715,000 


631,000 
‘319. 000 
: 3,273, 000 
,914,000 


$111,193,000 
48,457,000 
62,736,000 
59,772,C00 
2,964,000 


*11,025,000 
910,000 
*139,500 


6,479,302 


24.200c 
24.425c 
150.000t 
17.000c 
16.800c 
17.500c 


508.9 


171,484 
241,058 

105 
598,431 


147.7 


1,126,532 
$42,405,513 


392,430 
392,430 


389,040 


Month 
Ago 
101.3 


1,953,800 


5,825,220 
6,034,000 
19,917,000 
2,581,000 
8,613,000 
8,521,000 


109,509,000 
26,491,000 
84,891,000 
45,221,000 


$484,875,000 
110,105,000 
374,770,000 
109,488,000 


265,282,000 


),325,000 
847,000 
79,400 


6,908,631 


4.131c 
$51.94 
$40.75 


24.200c 
24.425c 
136.000c 
17.000c 
16.800c 
17.500c 


27,555 
855,784 
$36,194,964 


29,994 
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29,716 
892,102 
10,965 
881,137 
$34,602,286 


295,630 
295,630 


276,170 
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Year 
Ago 
94 | AMERICAN PETROLEUM INSTITUTE—Month 
of October: 
Tctal domestic 
lons each) in 
Domestic crude oil output (bbls.) 
Natural gasoline output (bbls.) 
Benzol output ‘bbls.) 
4,995,500} Crude oil imports (bbdls.) es 
5,626,000; Refined products imports (bbls.) 
19,051,000! Indicated consumption—domestic and export 
2,476,000 | (bbls.) — 
7,591,000 Increase 
8,444,000 


production ‘bbls. of 


1,791,900 42 gal- 





all stocks (bbls.) = 
| BUILDING PERMIT VALU 
BRADSTREET, INC.—” 
of November: 
New England 
Middle Atlantic 
South Atlantic 
East Central 
as , South Central 
ata nas | West Central 
Mountain 


] 
' 
Pacific 


ATION—DUN & 
113,497,000 15 CLTIES—Mcnth 
20,838,000 

77,801,000 | 
61,675,000 


Total United 
New York City 
Outside of New York 


State 
$323,398,000 
54,479,000 
268,919,000 
52,837,000 
216,082,000 


City 


EDISON ELECTRIC INSTITUTE: 
Kilowaltt-hour sales to ultimate consumers 
Month of Oct. (000’s omitted) 
Revenue from ultimate customers 
October 
Number of ultimate 


month of 
6,638,000 
408,000 


25,600 EMPLOYMENT AND PAYROLLS—U. S. 
| OF LABOR—REVISED SERIES 
| October 

197 All manufacturing 
| Durable goods 
Nondurable goods 
Employment indexes 
All manufacturing 

Payroll indexes- 

All manufacturing + 

Estimated number of employees in ~manufac- 

turing industries— 
All manufacturing 

Durable goods 

Nondurable goods 


customers at Oct. 31 
DEPT. 
Month of 


(production workers) 


5,695,372 


FABRICATED STRUCTURAL STEEL 
CAN INSTITUTE OF STEEL 
TION)—Month of November: 

Contracts closed (tonnage)—estimated 


Shipments (tonnage)—estimated ___.______ 
18.200c 


95 ~ 
45420¢ FACTORY EARNINGS AND HOURS—WEEKLY 
12.000 AVERAGE ESTIMATE — U. S. DEPT. OF 
ry LABOR—Month of November: 
11.800c Earni! J 
"OLA Ings 
9.785¢ All manufacturing 
Durable goods 
Nondurable goods 
Hours 
ll manufacturing 
Durable goods 
Nondurable goods 
Hourly earnings 
All manufacturing 
Durable gcods 
Nondurabie goods 


(AMERI- 
CONSTRUC- 


HOUSEHOLD WASHERS AND IRONERS — 

j STANDARD SIZE AMERICAN HOME 

LAUNDRY MANUFACTURERS’ ASSOCIA- 
TION )—Month of November: 
Factory sales of washers (units) 
Factory sales of ironers (units) 
Factory sales of dryers (units) 


LIFE INSURANCE PURCHASES — INSTITUTE 
OF LIFE INSURANCE—Month of Novem- 
ber (000’'s omitted): 

Ordinary 
Industrial 
Group 


NNWWNHNNHNN 


Total 


63 
aa PORTLAND CEMENT (BUREAU OF MINES)— 
359,271 | Month of October: 

ai Production 
Shipment from mills 
Stocks (at end of 
Capacity used 


(barrels) - PP a 
(barrels )____- re 
month—barrels) . 
124.9 | * cm 


REAL ESTATE FINANCING IN 
AREAS OF U. 8S.— FEDERAL SAVINGS 
AND LOAN INSURANCE CORPORATION 
—Month of October (000’s omitted): 

Savings and loan asscciations________ 
Insurance companies 

Banks and trust companies 

Mutual savings banks_ 
Individuals 
Miscellaneous lending 


NONFARM 


20,764 
629,727 


$25,535,429 | 





26,269 | institutions__ 


130 
26,139 , a Na eas magne teiilnataee tee 
757,493 
4,702 | SELECTED INCOME LTEMS OF U. S. CLASS I 
752,790 | RYS. (Interstate Commerce Commission) 
$27,090,706 | —Month of September: 
Net railWay operating income_________ 
301, 540 | EE See 
Total income coal 
i Miscellaneous deductions from ‘ines ome___ 
{ Income available for fixed charges- 
Income after fixed charges_ 
Other deductions — ~~ 
Net income — . — 
Depreciation (way & “structures & equip.) ) 
Amortization of defense projects 
Federal income taxes 
Dividend appropriations: 
On common stock 
On preferred stock_. 
Ratio of income to fixed charges__________ 


154.6 | 
160.4 | 
187.4 | 
154.3 | 


ye | WINTER RYE PRODUCTION—CROP RE- 
5.6 


PORTING BOARD U. S. DEPT. OF AGRI- 
oy CULTURE—As of Dec. 1 (bushels) 
31.5 | 
167.7'| WINTER WHEAT PRODUCTION — CROP RE- 
191.2 | PORTING BOARD U. S. DEPT. OF AGRI- 
oe CULTURE—As of Dec. 1 (bushels) 


*Revised. tDecrease—All stock (bbls.). 


Latest 
Month 


199,285,000 
182,896,000 
16,382,000 
7,000 
15,809,000 
11,965,000 


214,422,000 
+12,637,000 


$16,134,550 
85,297,990 
37,936,300 
63,116,144 
75,501,462 
33,852,348 
12,508,098 
84,331,498 
$408, 678,390 
37,350,881 
371,327,509 


24,430,996 


435,281,906 
44,703,490 


133,000 
181,000 
952,000 


13, 
7, 
5, 

160.3 
415.8 


15,819,000 
8,612,000 
7,207,000 


230,020 
154,640 


$62.06 
66.29 
56.80 


41.1 
41.8 
40.2 


$1.510 
1.586 
1.413 


379,964 
41,900 
33,044 


$1,372,000 
432,000 
865,000 


Previous 
Month 


192,102,000 
176,636,000 
15,459,000 
7,000 
15,760,000 
10,005,000 


201,547,000 
16,320,000 


$29,288,032 
132,407,699 

37,164,086 
128, 681, 438 


77,156,951 
$520,255,660 
70,902,243 
449,353,417 


24,156,684 


430,679,900 
44,497,408 


*13,016,000 
7,016,000 
*6,000,000 


158.9 


*233,447 
*181,050 


439,924 
47,500 
28,882 


$1,406,000 
475,000 
689,000 


Year 
Ago 


168,873,000 
154,908,000 
13,935,600 
30,000 
15,242,000 
9,080,006 


185,350,000 
7,845,000 


$16,043,935 
59,490,694 
34,043,573 
63,325,364 
51,829,002 
19,714,246 
11,142,104 
54,168,235 


$309, 757,155 
mL ,418, ‘647 7 
2 72, 338, 508 


20,308,694 


383,236,200 
42,561,789 


13,892,000 
6,986,000 
6,906,000 


103,557 
117,180 


,208,000 
395,000 
298,000 





$2,669,000 


22,488,000 

24,172,000 

5,958,000 
102%2 


$442,871 
175,916 
324,892 
112,821 
216,012 
271,898 


$2,570,000 


20,945,000 

22,910,000 

*7,642,000 
98° 


$457,384 
158,481 
319,436 
102,981 
203,593 
255,949 


$1,901,000 


19,070,000 

21,278,000 

8,569,000 
88% 


$346,008 
99,546 
227,799 
70,892 
180,910 
192,057 





$1,544,410 


$122,622,396 
22,842,089 
145,464,485 
4,033,979 
141,430,506 
102,549,067 
3,583,906 
98,965,161 
36,892,710 
1,368,408 
81,612,421 


14,788,788 
1,341,893 
3.64 


18,739,000 


899,096,000 


$1,497,824 


$122,064,183 
17,891,555 
139,955,738 
4,139,871 
135,815,867 
99,117,341 
3,287,844 
95,829,497 


22,509,000 


740,537,000 


$1,117,212 


$63,473,328 
15,184,756 
78,658,084 
2,705,580 
75,952,504 
41,346,662 
3,300,195 
38,046,467 
34,052,295 
1,376,323 
28,322,722 


10,900,016 


1,191,961 
2.49 


22,977,000 


750,666,000 


oo | 
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The Tasks That Confront Us 


$60 billion in 1952, and $84 billion 
in 1953. This estimated peak ex- 
penditure of $84 billion annually 
for defense compares with a peak 
of $83.7 billion spent for war pur- 
poses in 1944. But it must be re- 
membered that the price level to- 
day is more than 60% higher than 
it was in 1944. Hence a figure of 
$84 billion for military expendi- 
tures as a peak in the existing 
emergency is by no means high. 

In considering the strain on the 
economy of military expenditures 
of some such order of magnitude 
as $36 billion in the calendar year 
1951, $60 billion in 1952 and $84 
billion in 1953, we must recognize 
that, contrary to our experience 
at the beginning of both the First 
and Second World Wars, we are 
already operating in top gear on a 
practically full throttle. We are 
superimposing a military spend- 
ing boom on top of the full em- 
ployment brought about by an ex- 
isting business boom. In contrast, 
before the last war we had an 
enormous amount of slack in our 
industrial system much unutilized 
plans capacity, as well as some 7 
million more unemployed work- 
ers than today. 


Where do we stand today? As 
of the close of 1950 our gross na- 
tional product is running at the 
annual rate of about $284 billion; 
and we have a total labor force of 
almost 65 million people, includ- 
ing the armed services, and ap- 
proximately 2 million unem- 
ployed. Now let’s doa little arith- 
metic. On the basis of normal an- 
nual increases in the labor force 
and on the basis of World War II 
experience with respect to pos- 
sibilities of augmenting the labor 
force from such sources as post- 
poned retirement, i.e., more old- 
sters, persons normally in school, 
women and handicapped, and the 
ranks of the unemployed, it 
should be possible to have an es- 
timated total labor force of 67.5 
million in 1951, 68.9 million in 
1952, and 70.4 million in 1953. 
These figures, of course, include 
the armed services. Hence, de- 
ducting the 4 million assumed to 
be under arms in 1951 and the 6 
million thereafter, and also de- 
ducting the estimated number ot 
the unemployed, probably getting 
that figure down to a minimum of 
one million, we can have actual 
net civilian employment of 62 
million in 1951, 61.7 million in 
1952 and 63.4 million in 1953. 


Next, how much 
workers produce? 
eurrently prevailing price level 
the individual output as of the 
end of 1950 is $4,600 per person 
per year. There are factors which 
will increase this output. The 
average work-week will and must 
increase (business generally to- 
day ought to be operating at a 44 
or 48 hour week before overtime). 
Also, over an extended period 
the average annual increase in 
productivity has been about 2% a 
year. Some shifts in employment 
will enhance this productivity; 
others perhaps will decrease it, at 
Jeast temporarily. Putting all 
these factors together, we might 
dare to guess an increase in out- 
put of 5% per year per employed 
worker (particularly if the work- 
week is stepped up as it should 
be). Then we should have an av- 
erage product per individual of 
$4,830 in 1951, $5,075 in 1952, and 
$5,325 in 1953; and combining 
these figures with the estimated 
net civilian employment we ar- 
rive at a gross national product 
(at present prices) of $300 billion 
in 1951, $313 billion in 1952, and 
$337 billion in 1953. The tremen- 
dous capacity of the American 
economy is indicated by the fact 
that the 1952 potential just cited 
is 19% above the current rate in 
spite of an assumed 6 million men 
in the armed forces. 


can these 
In terms of the 





From these figures for potential 
gross national product we deduct: 
(1) indicated military expend- 
itures of $36 billion in the cal- 
endar year 1951, $60 billion in 
1952, and $84 billion in 1953; (2) 
state and local government pur- 
chases of goods and services at 
the level of 1948—$16 billion an- 
nually for the three years; and (3) 
Federal nonmilitary purchases of 
goods and services at the level of 
the first half of 1950—$11 billion 
for each of. the three years. (The 
$11 billion figure, it should be 
noted refers to purchases of goods 
and services only. It goes without 
saying that all unnecessary Fed- 
eral expenditures must be cut, to 
that extent reducing the infla- 
tionary problem which must be 
met; but most of the savings in 
Federal budget outlays will be in 
categories, such as veterans’ bene- 
fits, which do not affect these 
computations concerning goods 
and services. ) 

On the basis the goods and 
services which would be avail- 
able for civilian consumption and 
private investment would amount 
to $237 billion in 1951 and to $226 
billion in 1952 and 1953. Next, 
suppose we assume that as much 
as $40 billion is allowed for pri- 
vate capital formation (actually 
15% more than in 1949). Perhaps 
this figure may seem high, but it 
must again be emphasized that the 
major job is to increase output 
and then maintain ourselves in a 
position of sustained readiness. 
Hence we cannot afford to shrink 
private investment by anything 
like the extent that we did in 
World War II. Even with an esti- 
mate of $40 billion for private 
capital formation there would still 
remain for the years 1952 and 
1953 as much as $186 billion for 
civilian consumption and for the 
year 1951 the even higher figure 
of $197 billion. 

It must be borne in mind, how- 
ever, that a definitely optimistic 
bias is given to all these estimates 
by reason of the assumptions that 
serious bottlenecks in materials, 
transportation, or power will not 
impede production; that manage- 
ment will be effective in avoiding 
labor wastes; and that the full 
cooperation of labor will be ob- 
tained. The very statement of 
these assumptions highlights some 
of our major current problems. 


Many raw materials are, for all 
practical purposes, already in 
short supply, and the existing 


NPA regulations are inadequate to 
organize their flow. Presumably, 
as refinements in military and 
stockpile requirements are worked 
out, definitive programs for fur- 
ther plant expansion will become 
clearer. 


Now, in order to measure the 
inflationary pressures, we have 
to turn to the other side of our 
national income sheet and _ see 
what consumer spending power 
will be forthcoming to match 


against these figures of $197 bil- 
lion and $186 billion representing 


the pile of civilian goods and 
services which will be available 
after military needs have been 


met. Beginning with the estimated 
gross national product figures of 
$300 billion for 1951, $313 billion 
for 1952, and $337 billion for 
1953, we make the usual deduc- 
tions for indirect taxes, corporate 
taxes, personal taxes (all taxes 
at the current rates, not includ- 
ing the recently passed excess 
profits tax), and various other 
items which enter into the na- 
tional bookkeeping, thus arriving 
finally at disposable income 
figures (i.e., what people have 
available either to spend or to 
save) of $214 billion for 1951. 
$220 billion for 1952, and $235 
billion for 1953. Of this dispos- 
able income how much will be 
saved? The present rate is no 
more than $10 billion annually. 
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You will remember that in World 
War II we reached a savings peak 
of nearly $40 billion annually; but 
that was under the psychological 
stress of all-out war and under 
the circumstances of substantial 
scarcities of civilian supply; 
whereas now we are talking about 
a Garrison State economy rather 
than an all-out war economy. 
Suppose, therefore, that we set 
projected personal savings at $10 
billion for 1951, $11 billion for 
1952 and $12 billion for 1953. 
Deduction of these figures from 
disposable income leaves  indi- 
cated consumption expenditures 
of $204 billion for 1951, $209 bil- 
lion for 1952 and $223 billion for 
1953. When these figures are 
matched up with the total goods 
and services available for per- 
sonal consumption, we find excess 
purchasing power of $7 billion in 
1951, $23 billion in 1952 and $37 
billion in 1953. These figures are 
the measure of the so-called “in- 
flationary gap” that provides the 
leeway within which the infla- 
tionary wage-price spiral oper- 
ates. Whether the primary cause 
of the inflation lies in these mone- 
tary factors or in the price and 
wage behavior of businessmen 
and labor leaders is a hen-and- 
egg question. If the price ad- 
vance is to be controlled, it is 
necessary both to drain off or 
sterilize the excess purchasing 
power represented by the infla- 
tionary gap and to restrain exist- 
ing patterns of price and wage 
behavior. 


Inflation Controls 


The common approaches to the 
problem of absorbing the infla- 
tionary gap are through taxation, 
through curtailment of credit, and 
through encouragement of sav- 
ings. Let us consider each of these 
briefly. 

It is a mistake to suppose that 
taxation is always anti-inflation- 
ary in character. From this stand- 
point the excess profits tax is a 
piece of economic unwisdom, 
though perhaps in the give-and- 
take of politics in a democracy an 
argument of expediency can be 
made for it. An increase in per- 
sonal taxes, and not all of it in 


the middle and upper income 
brackets, would be more to the 
point. 


With respect to credit curbs I 
will say boldly to this audience 
that these were both necessary 
and wise; I believe they should 
be extended further. 


The third conventional ap- 
proach to the problem, the en- 
couragement of savings, is of 


great importance, but so far little 
or nothing is being done about it. 
Because of the experience of in- 
vestors who have seen the pur- 
chasing power of their govern- 
ment bonds decline by reason of 
the rise in the price level since 
the war years, the inducement to- 
day to refrain from spending in 
order to put money into savings 
bank accounts or government 
bonds is by no means urgent. It 
would perhaps be to strong lan- 
guage to characterize this situa- 
tion as a “flight from the dollar,” 
but that kind of psychology is on 
the increase. Hence it is vitally 
important that inducements to in- 
crease personal saving by means 
of a higher rate of return or some 
guarantee of purchasing power 
parity should promptly be of- 
fered. 

All the controls so far men- 
tioned are indirect in character. 
In the area of direct controls, the 
most important ones are those on 
the use of materials. From their 
present small beginnings these 
controls will have to be extended 
rapidly, and before we get very 
far with material controls it is 
likely that we shall find ourselves 
plunged into the manpower prob- 
lem, with the necessity of invok- 
ing some controls on employment. 
While conceding the need from a 
production standpoint for direct 
controls of materials, many econ- 
omists have hoped that other 


types of direct controls, such as 
those on wages and prices, could 
be avoided. But contrary to this 
hope it now seems _ inevitable 
that further direct controls, par- 
ticularly of prices and wages, will 
have to be applied. The possible 
magnitude of the inflationary gap 
by 1953, which according to the 
estimates I have cited may run 
as high as $35 billion to $40 bil- 
lion, is one reason; and the mo- 
mentum which the wage-price 
spiral has gathered during recent 
weeks is another. Under these 
circumstances, notwithstanding 
the grave disadvantages of price 
controls from the standpoint of 
all-out production such controls 
will probably have to be invoked 
as the political price of obtaining 
some stabilization of wages. 


General Retail Outlook 


With the perspective afforded 
by this general economic back- 
ground, we now turn to the ap- 
praisal of retail business in the 
Garrison State. Let me say at 
once what you will not like to 
hear, namely, that from the stand- 
point of the country as a whole it 
will be better if retail sales are 
not inordinately large during the 
years immediately ahead of us. 
At the close of the third quarter 
of 1950, personal consumption ex- 
penditures under the impetus of 
the scare buying in July and 
August were hitting the very high 
annual rate of $198 billion—$33 
billion in durable goods, $105 bil- 
lion in nondurable goods, and $60 
billion in services. The estimates 
which I offered you a few min- 
utes ago, with the warning that 
they were on the optimistic side, 
indicated that almost this same 
amount of goods and_= services 
would be available for 1951, 
namely, $197 billion, and a some- 
what smaller amount, $186 bil- 
lion, for 1952 and 1953. Never- 
theless it is my opinion that we 
should be able to do very nicely 
on a total consumption of goods 
and services somewhere between 
$170 billion and $180 billion at 
the current price level, bearing 
in mind the fact that the high 
annual figure of $198 billion for 
the third quarter of 1950 repre- 
sented either scare buying or an 
unduly plush standard of living. 
The closer we can hold our con- 
sumption to a figure of $170 bil- 
lion at present price levels, the 
easier will be our task of holding 
inflation in check while we are 
developing the necessary increase 
in production. 

Up to this point I have tried to 
describe the economic outlook in 


terms of what ought to be done 
and what can be done if we will 
all recognize the danger that 
threatens us and revise Our per- 


sonal! interests, inclinations, and 
desires to fit the necessities of the 
hour. I think that’s what we have 


got to come to if the country is 
to survive; and I think that’s what 
we are going to come to sooner or 


later: but 1 recognize that all o! 
us aren’t there yet. Consequently, 
in most of the remainder of these 
remarks I am going to say what I 
think probably will happen, 
what ought to happen. 


‘ 
no. 


In the first place, retail sales 
volume will rise during 1951, 
most, if not all, of the increase 


probably taking place as the re- 
sult of price advances. Personal 
income has been advancing rap- 
idly, attaining an annual] rate of 
$230 billion as of October. Higher 
wages, longer hours, and an ex- 
panded work force all point to a 
continuation of this rise. Agricui- 
tural income is moving up; large 
government spending, which really 
hasn't started yet, is in prospect; 
and in the meantime business 
spending is ruining at a high rate, 
High capital goods expenditures 
are teing made for at least three 
reasons: (1) the necessary prepa- 
ration for military orders, (2) the 
policy of the government to ex- 
pand industrial capacity, and (3) 
the assurance which business feels 
of a continuing large civilian mar- 
ket. Under these circumstances it 
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seems eminently probable -that 
disposable income in dollars will 
rise even after personal income 
taxes have been increased. With 
the present attitude toward -saw- 
ing, a rise in disposable ineome 
means a higher volume of retail 
sales. As time goes on, however, 
there will be some notable shifts 
in the character of retail sdles 
volume. Spending on automobiles 
and other consumer durables »wil} 
decline; the falling off in private 
consiruction will decrease the de- 
mand for home furnishings; high- 
or food prices will constitute an 
important first lien on many 
pocketbooks; soft goods volume 
will doubtless improve; and exeess 
purchasing power will slop over, 
probably unpredictably, into wa- 
rious kinds of luxuries. 
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Mutual Funds 


vestors, Inc. in the year 1950. This 
leading common-stock mutual 
fund reports Dec. 31, 1950 met 
assets of $83,668,958 comparing 
with $55,420,988 at the end of 
1949. During the 12 months, num- 
ber of shareholders rose from 18.- 
126 to 24,409 and shares outstand- 
ing from 3,712,195 to 4,738,788. 

Net asset value per share of 
$17.66 at the 1950 year-end was 
18.3% higher than the corre- 
sponding figure of $14.93 «per 
share at the beginning of ‘the 
year. 

In the 1950 year, Fundamental 
paid 85 cents per share of divi- 
dends from investment income 
and 28 cents from securities proi- 
its, comparing with 67.8 cents ard 
9.2 cents, respectively, in 1949. 


Johnston Fund Reports 


The Johnston Mutual Fund 
Inc., as of Dec. 31, 1950, reports 
net assets of $879,235, equivalent 
to $28.16 a share on 31,218 shares 
outstanding on that date. This 
compares with net assets of $541,- 
820 on Dec. 31, 1949, equivalent to 
$25.74 a share on 21,438 shares 
then outstanding. 

The Fund’s portfolio on Dec. 31, 
1950 shows 65.7% invested in 
common stocks, compared with 
60.9% at the end of last year. 

During 1950 the Fund paid div- 
idends totaling $1.90 per share, :in- 
cluding $1.25 from net invesi- 
ment income and 65 cents from 
realized capital gains. 


E. W. Axe Funds 
Show 78% Gain 


Combined assets of the three 
Mutual Funds managed by E. W. 
Axe & Co., Inc. have increased 
from $19,018,000 to $33,877,000 or 


78.1% during the 12 months of 
1950. 

Axe-Houghton Fund B, Ine., 
with assets of $7.169,000 at ‘the 


beginning of 1950 and $16,887,000 
at the end of the year, showed the 
largest gain, $9,718,000, or 135.6%. 
The net asset value per share, in- 
cluding capital gains distribu- 
tions made, increased by $2.63 or 
17.6%. 

Axe-Houghton Fund Inc. with 
assets of $9,775,000 at the begin- 
ning of 1950 and $13,849,000 at 
the close of the year, gained $4.- 
094.000 or 42%. The net asset 
value per share, including capital 


gains distributions made, in- 
creased by $2.32, or 30.2%. 
Republic Investors Fund, Inc., 


which came under E. W. Axe & 
Co., Inc. management early in 
1950. showed an increase of $1,047.- 
000. or 50.0%, from $2,094,000 on 
Jan. 1 to $3,141,000 on Dec. 31. 
Including capital gains distriv- 
uted, the net asset value per share 
increased by $0.60 or 24.6%. 


Howe Plan Fund 
Files 100,000 Shares 


Howe Plan. Fund, 
Rochester investment 
has filed a registration statement 
with the SEC seeking registration 
of 100,000 shares of its capital 
stock. 


Inc., 





- 


company, — 


4] 
| 





42 (190) 


Continued from page 5 


Observations... 


as a kind of “blue ribbon” super-group (for example, only one 
bank is so designated). All the companies are notified of their own 
ratings, and the elite group of 243 is identilicd with detailed 
reporting on what they do. The rating of any particular company 
is also available to the publie gratis; anyone can write in to the 
Institute (50 Washington News, New York 3, N. Y.), or secure 
the information from eny of these th:ee Wall Street firms, who 
have contributed fellowships to the project: Clark Dodge & Co., 
Dominick & Dominick, and Wertheim & Co. In the field of director 
conduct, “thirty-six basic rules for boarcis and directors’ are used. 


Minority Steckholders Number One and Two 

On an entirely different tack, Lewis and John Gilbert, “the 
most consistent and voiuble attendants at annual company meetings 
(111 in 1950 and an exnectec 119—from A-cre Chemical to W-orth- 
ingion Pump in 1951) broadcast their opinions of the absolute and 
relative worth of managements according to the way they conduct 
their annual meetings. The tests these watchdogs rely on inciude 
the presiding officer’s willingness to answer questions from the 
floor, stock ownership by the directors, attendance of the auditors 
at the meetings, institution of cumulative voting in electing direc- 
tors, making the meeting accessible, issuance of a post-meeting 
report with identification of those individuals having asked ques- 
tions, and compensation and bonus arrangements. 

While the Gilberts act as private individuals free-lancing from 
their Park Avenue home and their doings are somewhat oblique 
relative to appraisal of overail management, the fact that tney 
distribute a 6,000 79-page annual report pamphlet and take care 
of the proxies of over a thousand otherwise ‘‘un-franchised” stock- 
holders lends importance to their “operations.” 


Tentative Benefits 

While the current efforts at arriving at comparative appraisal 
of management quality admittecly have little scientific validity 
and many shortcomings, they are nevertheless worthwhile and 
constructive. They move in the right direction of emphasizing 
in the investor’s mind the importance of applying scrutiny speci- 
fically to each company according to some logical standard, in 
lieu of over-glamorization and dramatization pursuant to public- 
relations’ dictates; of encouraging the public to an investment- 
value approach in lieu of accentuating the superficial “Blue Chip- 
itis” proclivity to picture managements of a relatively few popular 
companies as gods and the others as bums; of mitigating the popu- 
lar temptation to overemphasize fortuitous earnings, the duration of 
dividend payments, and prominently published director names; 
and of awakening the public stockholder from his unceasing 
basic apathy toward the affairs of the company to whom he has 
entrusted his capital. And serious effort to develop standards 
for measuring corporate conduct may well over the long-term 
go far to heal the basic hill stemming from the separation of 
ownership and control as depicted by Messrs, Berle and Means. 

But despite these and other tools to help him, the lay public 
stockholder still remains largely incapable of arriving at com- 
petent judgments about his management’s continuing performance, 
and of rendering decisions on specific policies and matters, such 
as reorganization proposals. 

Dividend pclicy and compensation are two facets of manage- 
ment activity coning to mind as typically confronting the stock- 
holder with well-nigh insuperable obstacles to his attempts to 
make correct judgments in lieu of simply taking the manage- 
ment on faith. 


Intangibles in Dividend Policy 
In the setting of dividend policy, one of the basic determinants 
concerning which there can be no universal inflexible rule, is the 
balancing of the long-term interests of the corporation, including 
its capital strengthening, versus the immediate short-term benefits 
for the stockholders. Then there is the weighing of the interests 
between the present “insider” and the public stockholder, the 


divergence in whose self-interest lies not alone in the matter 
of tax bracket, but also possibly in the management’s mainte- 


nance of power and use of dividend policy as an influence on 
the stock’s market price. 

The intangibility of the “correctness” of dividend policy, as 
of other business decisions, was recently brought home to this 
writer as the result of a lengthy personal discussion with the 
head of one of the nation’s largest consumer distribution com- 
panies regarding its long-standing, niggardly dividend policy. 
Although the previous low pay-outs in a setting of an exceed- 
ingly strong balance sheet and ever-swelling cash position has 
seemed an abuse to much of the public, as well as to this writer, 
the net result of listening to our industrialist’s presentation of 
his reasons (including an unusual amount of deferred mainte- 
nance to be taken care of), for his dividend stinginess was neali- 
zation that in the absence oft demonstration of bad faith, it ts 
exceedingly difficult for outsiders to render confident and unchal- 
lengeable decisions as to the proper size of disbursements. 

Nor is a satisfactory solution to dividend policy afforded by 
the courts. As is shown in a Note, “Minority Shareholder Suits 
to Compel Declaration of Dividends,” in the December, 1950, issue 
of the Harvard Law Review, little reliance can be on legal redress 
in the absence of the clearest-cut abuse and where management 
has actual “quantitative” stock control; otherwise the burden of 
proof lies heavily on the stockholder. 


The Nettlesome Compensation Question 


The fair compensation which should be paid to corporate 
managers is another item most difficult for the stockholder to 
determine. The Securities Exchange Act and others of the Federal 
securities laws, merely insure disclosure as a basis for judgment 
and action by others. And the setting of a fair market price of an 
individual’s services or judgment as to what amount is required 
genuimely to provide working incentive to the individual, harbor 
insuperable intangibles for all concerned. The very concept of 
executive functions embodies within it a tremendous variety of 
tasks and undertakings, requiring a tremendous diversity of skills 
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and abilities—all impossible to standardize in terms of dollars- 
and-cents’ worth. 
Impartiality Lacking All-Around 

The stockholder’s obvious lack of objectivity and impartiality 
where his own interests and emotions are so vitally concerned as 
in dividend payments and in salaries and bonuses to his employees, 
the officers. adds to the difficulty of his arriving at correct con- 
clusions. On the question of compensation, the shareholder may 
be as partial as the officer; on dividend distribution, he is almost 
always more so. ; 

In evaluating management ability as well as its market price, 
probably the best quantitative approach lies in making compari- 
sons with competitors within the industry. This will give mean- 
ings to sales and earnings records, which without comparison are 


not more than imcidentally significant. 
But more is rfeeded than analytical tools, and than the outside 
aids described in the fore part of this article. The funds could 
and should play a constructive. part as trustees for their share- 
holders, but they do not. To aid the public stockholder in all his 


relations with his managements, 


in the community, stockholder organization is needed. 


as well as to protect his status 
In his 


present state, this is indispensable for his competency of judgment 


as well as his effectiveness. 


Continued from page 9 


How to Prepare for an Atomic Attack 


tion only suspends contractual ob- 
ligations, the Institute points out.) 

(2) Including a protective 
clause in labor contracts where a 
company is normally called upon 
to provide minimum work for 
minimum wages. 

(3) Lining up alternate sources 
of supply for materials, as well as 
alternative office and production 
facilities. 

(4) Planning alternate facilities 
for getting supplies and deliver- 
ing product. 

(5) Safeguarding records—“This 
is the first and easiest concrete 
precaution to be taken,” the re- 
port states. “It will pay off even 
if there is no attack by giving you 
better protection against ordinary 
peacetime hazards like fire.” 


Immediate Job and Skill 
Inventories 


“Under bombing conditions 
operations will be only as effec- 
tive as the people who run them. 
Only advance planning can give 
you the kind of ‘substitutes’ 
bench’ that you will need to keep 
output rolling,” the Institute says 
in urging business to take imme- 
diate inventories of jobs and 
skills. Job inventories should be 
designed to answer such ques- 
tions as what jobs can be dis- 
pensed with if absolutely neces- 
sary; and where could work be 
doubled up—or farmed out. Skill 
inventories for each employee 
should include length of time on 
job with company; experience on 
same job at other companies; 
length of experience on other jobs 
in company or before hiring; ap- 
prenticeship or other formal job 
training in or out of company; 
accident record, and_ potential 
qualifications, like leadership. 


Management Understudies 

Even in peacetime, the Institute 
points out, loss of owner, presi- 
dent or other key executive has 
been known to deal a lethal blow 
to business. In crisis the qual- 
ity of leadership under which a 
firm will have to pick up the 
pieces may determine survival or 
collapse. “Survey . your man- 
agement people now from front- 
line supervisor ‘to President. 
Make sure that every executive 
has an understudy. The man on 
the job should (a) train someone 
who could take over his position; 
(b) learn the job above him. Such 
a continuing program of execu- 
tive development is always sound 
management policy. It takes a 
high-priced hunt to locate those 
hard-to-find management men at 
any time. It’s always cheaper and 
more efficient to fill management 
vacancies from within. In crisis 
it’s the only way you will have.” 


Check Union Contract 
In most cases the Institute be- 
lieves management will be able 
to work out an arrangement with 
the union to cover bombings but 
to be on the safe side, any neces- 


sary clause should be inserted in 
the union contract at the first op- 
portunity. It might even be wise, 
the Institute believes, to take the 
extra precaution of adding a 
“war clause” in addition to any 
listing of “circumstances beyond 
the company’s control.” 
First Things First 

Other points in the Research 
Institute’s report, “Your Busi- 
ness ana the A-Bomb” cover: 
what to do after a bombing 
(‘“‘Make sure that each worker has 
something to do and knows what 
to do in the days or weeks imme- 
diately following a blast’); the 
company’s coinmmunity role (“The 
problems are simply too big to 
‘go it alone’’’), and developing a 
program on plant and equipment. 

“In this last respect,’ the re- 
port says, “your guiding rule 
should be first things first. This 
seems obvious, but there are 
many instances in Japanese, Brit- 
ish and German industry where 
needless effort was put into 
shielding equipment which could 
be easily replaced or machinery 
which was unessential or unlikely 
to be damaged. Your first step 
should be a careful survey of your 
facilities. On the basis of this 
survey, build a list of the most 
important things to be protected. 
Base your selection on the fol- 
lowing five considerations listed 
in order of importance. 

(1) Is the equipment essential 
to your damage control program? 

(2) Is it essential to your op- 
erations? Would your whole bus- 
iness operation grind to a halt if 
damage occurred here? 

(3) Will replacement be diffi- 
cult? (It may not be necessary to 
take special precatutions on even 
essential items if replacements 
can be quickly located.) 


(4) Is the equipment expen- 
sive? This consideration may call 
for special protection even if the 
element of essentiality is not 
present. 

(5) Is it highly destructible? 

The Report was discussed at 
length last week at a press con- 
ference by Leo Cherne, executive 
secretary of the Institute, and Jo- 
seph Laitin, head of its Washing- 
ton pxess,bureau.. Mr. Laitin was 


an obgexver at the Bikini test. 
es ae : 


Joins Kirchofer & Arnold 


(Special) to THe FInaNciaAL CHRONICLE) 

RALEIGH, N. C. — Wade C. 
Lewis, Jr. is now affiliated wi.h 
Kirchofer & Arnold Associates, 
Inc., Insurance Building. 


DeMuth With Otis 


(Special to THe PINANCIAL CHRONICLE) 

CINCINNATI, Ohio—Robert D. 
DeMuth has become associated 
with Otis & Co., Mercantile Li- 
brary Building. He was formerly 
with John Nuveen & Co. and 
Paine, Webber, Jackson & Curtis. 


.. Thursday, January 11, 1951 


J. A. Kruse Joins 
Prescott & Co. 





John A. Kruse 


(Special to THE FINANCIAL CHRONICLE) 

CLEVELAND, Ohio—John A. 
Kruse has become associated with 
Prescott & Co., National City 
Bank Building, members of the 
New York and Midwest Stock 
Exchanges. He was formerly Vice- 
President of Otis & Co. 


Joins J. Barth Staff 


(Special to THe FinaNcraL CHRONICLE) 

SAN FRANCISCO, Cal.—Syd- 
ney S. Clark and Jay B. Cook 
have become associated with J. 
Barth & Co., 482 California Street, 
members of the New York and 
San Francisco Stock Exchanges. 
Mr. Clark was formerly with 
First Central Corporation and 
Davies & Mejia. 


Blunt Ellis Adds 


(Special to Tue FINANCIAL CHRONICLE) 

CHICAGO, [1l—John P. Grimes 
has become associated with Blunt 
Ellis & Simmons, 208 South La 
Salle Street, members of the New 
York and Midwest Stock Ex- 
changes. He was formerly man- 
ager of the investment depart- 
ment for Bear, Stearns & Co. 


With Prugh, Combest 


(Specia] to THe FINANCIAL CH2ONICLB) 

KANSAS CITY, Mo.—Frank C. 
Westbrook, Jr. is now affiliated 
with Prugh, Combest & Land, 
Inc., 1016 Baltimore Avenue. 


Joins Waddell & Reed 


(Special to THe FINANCIAL CHRONICLE) 

KANSAS CITY, Mo. — James 
Burton, Jr. has joined Waddell & 
Reed, Inc., 1012 Baltimore Ave- 
nue. He was formerly with Har- 
ris, Upham & Co. 
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Securities Now in Registration : 


Aeolian-Skinner Organ Co., Inc., Boston, Mass. 
Dec. 11 (letter of notification) 34,099 shares of 4% cumu- 
, lative preferred stock to be offered to stockholders only. 
Price—At par ($1 per share). Underwriter—None. Pro- 


ceeds—For working capital, Office—215 Sidney St., Bos- 
ton, Mass. 


Aeronca Mfg. Corp., Middletown, Ohio 
Oct. 2 (letter of notification) $50,000 of 4% convertible 
promissory notes and 50,000 shares of common stock 
(latter to be reserved for conversion of notes on basis of 1 
share for each $1 unit of notes). Price—$2.12% per $1 
unit of notes. Underwriter—Greene: & Ladd, Dayton, O. 
Proceeds—For working capital. Offiee—Municipal Air- 
port, Middletown, O. 
Alabama Life & Casualty Insurance Co. 
Dec. 11 (letter of notification) 10,000 shares of capital 
stock. Price—$20 per share. Underwriter—None. Pro- 


ceeds—For working capital. Office — 718-720 Empire 
Bldg,. Birmingham, Ala. 


Alhambra Gold Mines Corp., Hollywood, Calif. 
Nov. 1 filed 80,000 shares of common stock. Price—At 
par ($1 per share). Underwriter—None. Proceeds—For 

her development of mine and for working capital. 


Ampal-American Palestine Trading Corp., N. Y. 
Dec. 8 tiled $5,000,000 of 15-year 4% sinking fund bonds, 
series A, due 1966. Price—At 100. Underwriter—Direc- 
tors and employers may be salesmen. Proceeds—To 

’ develop and expand agricultural, industrial and commer- 

cial enterprises in Israel. 

Argo Oil Corp., Denver, Colo. 

' Dec. 18 (letter of notification) 5,750 shares of capital 
stock (par $5), Price—At the market (approximately 
$17.37'2 per share). Underwriter—Carl H. Pforzheimer 
& Co., New York. Proceeds—To A. E. Johnson, Presi- 
dent, the selling stockholder. Office—1100 First National 

| Bank Building, Denver, Colo. 


{ Atlantic Oil Corp., Tulsa, Okla. 
Nov. 13 (letter of notification) 48,046 shares of capital 
stock. Price—At par ($5 per share). Underwriter—Con- 
tinental Corp., Tulsa, Okla. Proceeds—To purchase oil 
and gas properties. 

Automatic Baseball Equipment Corp. 

Dec. 7 (letter of notification) 300,000 shares of common 

stock (par 25 cents), of which 275,000 shares are to be 
sold for the account of the company and 25,000 shares 
for the account of the underwriter. Price—$1 per share. 
Underwriter—Mitchell-Hoffman & Co., Inc., Baltimore, 

| Md. Proceeds—To promote sale of Foster pitching arms 
with automatic feeds for use in baseball batting ranges. 
Office—2439 N. Charles St., Baltimore 18, Md. 


Bank Building & Equipment Corp. of America 

| Dec. 22 (letter of notification) 8,000 shares of common 

stock (par $3). Price—Around current market. Under- 

writer—Scherck, Richter Co., St. Louis, Mo. Proceeds— 
To selling stockholders. 


_. Birmingham (Ala.) Fire Insurance Co. 

| Oct. 17 (letter of notification) 10,000 shares of common 
stock to be offered to present common stockholders. 

| Price—At par ($10 per share). Underwriter—None. Pro- 

, eeeds—To enlarge insurance business. Office—221 No. 
Zist St., Birmingham, Ala. 


Boston Heraid-Traveler Corp., Boston, Mass. 
Dec. 14 (letter of notification) 1,300 shares of common 
stock (no par). Price—At market (approximately $14 
per share). Underwriter — Paine, Webber, Jackson & 
Curtis, Bostun, Mass, Proceeds—To selling stockholder. 
® Brilhart Plastics Corp., Mineola, L. I., 

New York (2/14) 
Jan. 4 (letter of notification) 100,000 shares of common 
stock (par 5c), to be sold to highest bidder at public 
auction by Adrian H. Muller & Son, 39 Broadway, New 
York.- Price—It is not anticipated that the aggregate 
sale price will exceed $100,000. Proceeds—To General 
Acceptance Corp., of Allentown, Pa. 

Capital Plastics, Inc. 

Dec. 26 (letter of notification) 131,025 shares of capital 
stock offered to common stockholders of Rochester 
Button Co. of record Dec. 18 on a share-for-share basis: 
rights to expire about Jan. 20. Price—At par ($1 per 
share). Underwriter—None. Proceeds—To pay off five- 
year note to Rochester Button Co. and for working capi- 
tal and general corporate purposes. Office—300 State 
if Street, Rochester, New York. 

@ Carolina Power & Light Co. (2/6) 
) ‘Jan. 4 filed $15,000,000 first mortgage bonds due Feb. 1, 

1981. Underwriters—To be determined by competitive 
bidding. Probable bidders: Halsey, Stuart & Co. Inc.: 
W. C. Langley & Co. and First Boston Corp. (jointly); 
Kidder, Peabody & Co. and Merrill Lynch, Pierce, Fen- 
ner & Beane (jointly); Lehman Brothers; Equitable Se- 
curities Corp.; Smith, Barney & Co. Proceeds — For 
construction program. Bids—-Expected to be received up 
| to noon (EST) on Feb. 6. 

Central Hlinois Public Service Corp. 

, Dec. 26 filed 267,600 shares of common stock (par $10) 

to be offered.initially te common stockholders at rate 
» of one share for each 10 shares held. Price—To be sup- 

plied by amendment. Underwriters—The First Boston 

Corp. and Blyth & Co., Inc. Proceeds—For construction 

program. Offering—Tentatively expected mid-January. 
Chicago Bridge & Iron Co., Chicago, Ill. 
Dec. 12 (letter of notification) 8,746 shares of common 
stock (par $20). Priee—$34.30 per share. Underwriter— 
None. Proceeds—For working capital. Office—1305 West 
105th St., Chicago 43, Il. 








Circle Wire & Cable Corp. 
Nov. 27 filed 200,000 shares of common stock (par $5). 
Price—$15 per share. Underwriter—Van Alstyne Noel 
Corp., New York. Proceeds—To four selling stockholders, 


City Stores Co., Philadeiphia, Pa. (1/16) 

Dec. 22 filed 60,000 shares of cumul. conv. pfd. stock 
(par $100). Price—To be supplied by amendment. Un- 
derwriters—Lehman Brothers, New York and A. G. 
Becker & Co., Chicago. Proceeds—From sale of stock, 
together with funds to be received from a long-term 
loan of $15,000,000, to be used to refund outstanding ob- 
ligations and to provide funds for additional working 
capital and other corporate purposes. 


Clark Controller Co. (1/16) 
Dec. 20 filed 50,000 shares of convertible preferred stock 
(par $30). Price—To be filed by amendment. Under- 
writers—Goldman, Sachs & Co., New York, and Fulton, 
Reid & Co., Cleveland, O. Proceeds—To retire notes and 
for purchase and remodeling of factory building. Busi- 
ness—Manufacturer of industrial electric controls. 


Colonial Acceptance Corp. 
Nov. 20 filed $1,500,000 junior subordinated sinking fund 
debentures due Dec. 1, 1958, and 30,000 shares of com- 
mon stock (par $1), to be offered in units of $500 of de- 
bentures and 10 shares of stock. Price—$500 per unit. 
Underwriters—Straus & Blosser; and Sills, Fairman & 


Harris; both of Chicago, Ill. Proceeds—To reduce bank 
loans. Expected in very near future. 


Consolidated Gas Electric Light & Power Co. of 
Baltimore (1/23) 

Dec. 28 filed $25,000,000 of first refunding mortgage 
bonds, series X, due Jan. 1, 1986. Underwriters—To be 
determined by competitive bidding. Probable bidders: 
Halsey, Stuart & Co. Inc.; The First Boston Corp. and 
White, Weld & Co. (jointly); Harriman Ripley & Co. 
Inc. and Alex. Brown & Sons (jointly); Kuhn, Loeb & 
Co. Proceeds—To repay funds borrowed from banks 
for the redemption of $3,566,000 series Q and R 25%4% 
bonds on Jan. 3, 1951, and the remainder to finance, in 
part, the company’s large construction program. Bids— 
Expected to be received up to noon (EST) on Jan. 23. 

Consolidated Textile Co., Inc., New York 
Dec. 27 filed a maximum of 500,000 shares of capital 
stock (par 10 cents), to be offered in exchange for an 
unspecified number of shares of common stock of Bates 
Manufacturing Co. (Consolidated now owns 51,400 
shares, or approximately 13% of the 391,500 outstanding 
Bates shares). Exchange Rate—To be supplied by 
amendment. Underwriter—None. 


Continental Engineering Co., Carrizozo, N. M. 
Nov. 29 (letter of notification) 490,000 shares of common 
stock. Price—At par (50 cents per share). Underwriter 
—None. Proceeds—For working capital. Address—P. O. 
Box 56, Carrizozo, N. M. 


Cosmopolitan Hotel Co. of Dallas, Tex. 
Dec. 13 filed $1,500,000 of 2% debentures due 1965. Price 
—At face value. Underwriter—None. Proceeds—To pur- 
chase debentures of Statler Dallas Co., Inc., which com- 
pany will construct Dallas hotel. Business—A non-profit 
corporation under sponsorship of Dallas Chamber of 
Commerce to secure construction of hotel. 


Culver Corp., Chicago, Ill. 
Oct. 23 filed 132,182 shares of common stock (par $5), 
of which 4,818 shares are to be offered to stockholders 
and 127,364 shares to public. Price — To stockholders at 
$5 per share and to public at $6.25 per share, Under- 
writer—None. Proceeds—For investments. 


Dansker Realty & Securities Corp., N. Y. City 
Nov. 20 filed 300,000 shares of 6% cumulative convertible 
preferred stock (par $5) and 300,000 shares of class B 
common stock (par 35 cents) to be offered in units of 
one preferred and one class B share “on a best-efforts 
basis.”” An additional 25,000 shares of each class of stock 
are to be issued to underwriters as additional compensa- 
tion for resale to public. There will be reserved for con- 
version of the preferred stock 1,300,000 shares of class B 
common stock. Price—$6 per unit. Underwriter—Dansker 
Bros. & Co., Inc., New York. Proceeds — For working 
capital. 


Douglas & Lomason Co., Detroit, Mich. 
Dec. 6 (letter of notification) 6,000 shares of common 
stock (par $2). Price—$14.25 per share. Underwriter— 
None. Proceeds—To Thomas S. Hough, the selling stock- 
holder. Office—5836 Lincoln, Detroit 8, Mich. 

Dow Chemical Co. 
Nov. 10 filed 200,000 shares of common stock (par $15). 
of which a maximum of 125,000 shares are offered to 
common stockholders of record Dec. 21, 1950 at rate of 1 
share for each 50 shares held, the remaining 75,000 shares 
to be offered for subscription by employees up to 10% of 
their annual wages on a payroll deduction plan. Both 
offerings will terminate on Jan. 29, 1951. Price—$57.50 
per share. Underwriter—None. Proceeds—For working 
capital. Statement—Effective Dec. 15. 

Duggan’s Distillers Products Corp. 
Oct. 27 (letter of notification) 340,000 shares of com- 
mon stock (par 10c). Price—75 cents per share. Under- 
writer—Olds & Co., Jersey City, N. J. Proceeds—To pay 
balance of purchase price for building ($20,000) and for 
working capital. 

El Paso Electric Co., El Paso, Tex. (1/16) 
Dec. 19 filed $4,500,000 of first mortgage bonds due Dec 
1, 1980. Underwriters—To be determined by competitive 
bidding. Probable bidders: Halsey, Stuart & Co. Inc.; 
Stone & Webster Securities Corp.; Merrill Lynch, Pierce, 
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INDICATES ADDITIONS 
SINCE PREVIOUS ISSUE 


Fenner & Beane; Salomon Bros. & Hutzler; Kidder, Pea- 
body & Co.; White, Weld & Co., and Shields & Co. (joint- 
ly); Equitable Securities Corp. Proceeds—To redeem 
$1,000,000 of 342% bonds due 1978, to repay bank loans 
and to reimburse treasury for construction expenses. 
Bids—To be received at 11:30 a.m. (EST) on Jan. 16 at 


:s — Street, New York 4, N. Y. Statement effective 
an. 8. 


Emerson Electric Manufacturing Co. (1/18) 
Dec. 29 filed 57,846 shares of cumulative preferred 
stock, series A (par $50), convertible into common 
stock prior to Jan. 1, 1961, to be offered initially for 
subscription by common stockholders at rate of one 
share of preferred for each eight common shares held on 
Jan. 18. Rights to expire about Feb. 1. Price—To be 
supplied by amendment. Underwriters—Smith, Bar- 
ney & Co. and Van Alstyne Noel Corp., of New York; 
and Newhard, Cook & Co., St. Louis, Mo. Proceeds— 
$1,015,565 to be used to retire presently outstanding 7% 
preferred stock; $450,000 to cover the cost of a new 
plant in Bedford, Ind.; approximately $350,000 to reim- 
burse the company’s treasury for cash funds used in the 
purchase of its St. Louis plant from the U. S. Govern- 
ment in September, 1950; and the balance to provide 
additional working capital. 


Eureka Telephone Co., Corydon, Ind. 
Nov. 27 (letter of notification) 1,700 shares of common 
stock to be offered to company’s telephone subscribers. 
Price—At par ($25 per share). Underwriter—None. Pro- 
ceeds—For cash equity to secure loan allocation by Rural 
Electrification Administration. 

Facsimile & Electronics Corp. (2/1) 
Dec. 29 filed 400,000 shares of class A stock (par $1) to 
be offered publicly ‘‘as a speculation.” Price—$2.50 per 
share, with an underwriting commission of 50 cents per 
share. Underwriter—Graham, Ross & Co., Inc., New 
York. Proceeds—To repay indebtedness to RFC, and 
the balance to develop and produce facsimile transmis- 
sion equipment and for materials. 


Fedders-Quigan Corp. 

June 21 filed 103,402 shares of series A cumulative con- 
vertible preferred stock (par $50) to be offered to com- 
mon stockholders on basis of one preferred share for 
each 12 shares held. Price—To be filed by amendment 
along with dividend rate. Underwriter—Smith, Barney 
& Co., New York. Proceeds—To pay promissory note, 
to complete purchase of a new plant at El Monte, Calif., 
and for additional working capital. Statement may be 
withdrawn. It was reported on Oct. 5 that company 
has completed purchase of El Monte plant. 


Felters Co., Boston, Mass. 
Nov. 14 (letter of notification) 1,750 shares of common 
stock (par $10). Price — At market (estimated at not 
more than $10 per share). Underwriter — H. C. Wain- 
wright & Co., Boston, Mass. Proceeds—To two selling 
stockholders. Office—210 South St., Boston, Mass, 


@ Financial Fund, Inc., Seattle, Wash. 
Jan. 9 filed 30,000 shares of common stock (par 10 cents). 
Price—At market. Underwriter—Financial Management 
Corp., Seattle, Wash. Proceeds—For investment. 

Food Fair Stores, Inc. (1/17) 
Dec. 22 filed 80,000 shares of $4 cumulative preferred 
stock (par $15). Price—To be filed by amendment. Un- 
derwriter—Eastman, Dillon & Co. Proceeds—To redeem 
37,807 outstanding shares of $2.50 cumulative preferred 
stock (par $15) at $53 per share. 
® Francis Consolidated Mining & Milling Corp. 
Jan. 3 (letter of notification) 150,000 shares of common 
stock (par $1). Price — $2 per share. Underwriter — 
None. Proceeds—To purchase mill and equip properties. 
Office—317-325 South State St., Dover, Del. 


General Instrument Corp., Elizabeth, N. J. 
Jan. 2 filed 221,715 shares of common stock (par $1) of 
which 121.715 shares are to be offered to common stock- 
holders at the rate of one share for each four shares held 
on or about Jan. 23, 1951; rights will expire on or about 
Feb. 8. The remaining 100,000 shares are to be offered 
to certain executives and key employees of company and 
its subsidiaries. Price—To be supplied by amendment. 
Underwriter—Hirsch & Co., New York. Proceeds—To 
expand plant facilities. 

Glenmore Distilleries Co. (1/17) 
Dec. 28 filed 159,142 shares of class B common stock 
(par $1). Price —To be filed by amendment. Under- 
writer—Glore, Forgan & Co., New York. Proceeds— 


For working capital and general corporate purposes. 
Continued on page 44 
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Continued from page 43 


® Globe-Union, Inc., Milwaukee, Wis. 

Dec. 26 (letter of notification) an unestimated number of 
shares of capital stock (par $5) to be offered to employ- 
ees under the company’s profit-sharing and employees’ 
savings plan. (The directors have authorized the sale 
of up to 30,000 shares to the trustees of said plan at 
$17.50 per share) Proceeds—To improve plants and for 
working capital. 

Greenwich Gas Co., Greenwich, Conn. 

Sept. 1 (letter of notification) 8,000 shares of $1.50 pre- 
ferred stock (no par) and 9,777 shares of common stock 
(no par), to be offered first to stockholders. Price—Of 
preferred, $25 per share, and common $10 per share. 
Underwriter—F. L. Putnam & Co., Boston, Mass. Pro- 
ceeds—To retire bank loan and for working capital. 
Financing Postpened—On Dec. 1 company stated a new 
financing plan is being prepared and will be submitted 
to stockholders. 

Hammond Lumber Co., San Francisco, Calif. 
Nov. 17 (letter of notification) 7,000 shares of capital 
gsiock (par $20). Price—$42.50 per share. Underwriter— 
Wone. Proceeds — For working capital. Office — 417 
Montgomery St., San Francisco, Calif. 

Holeproof Hosiery Co., Milwaukee, Wis. 

Dec. 7 (letter of notification) 20,000 shares of common 
stock (par $5). Price—$14 per share. Underwriter—None, 
Proceeds—For working capital. Office—404 West Fowler 
S:., Milwaukee, Wis. 

Hooper Telephone Co., Hooper, Neb. 

Aug. 18 (letter of notification) $30,000 of 334% bonds 
due 1970. Price—In excess of 102%. Underwriter— 
Wachob Bender Corp., Omaha, Neb. Proceeds—To retire 
temporary loans. 


® Howe Plan Fund, Inc., Rochester, N. Y. 
Jan. 3 filed 100,000 shares of capital stock (par $1). 
Price—At market (about $5.10 per share). Underwriter 
—George D. B. Bombright & Co., Rochester, N. Y. Pro- 
ceeds—For investment. 
® tindianapolis Power & Light Co. 
Jan. 9 filed $6,000,000 of first mortgage bonds due Feb. 
1, 1981. Underwriters—To be determined by competitive 
bidding. Probable bidders: Halsey, Stuart & Co. Inc.; 
Blyth & Co., Inc.; W. C. Langley & Co., Shields & Co. 
and White, Weld & Co. (jointly); Lehman Brothers, 
Goldman Sachs & Co. and First Boston Corp. (jointly); 
Union Securities Corp.; Equitable Securities Corp.; 
Hemphill, Noyes, Graham, Parsons & Co. and Drexel & 
Co. (jointly). Proceeds—For construction program. 
Offering—Tentatively expected in early part of Feb- 
ruary. 
® Indianapolis Power & Light Co. (2/1) 
Jan. 9 filed 196,580 shares of common stock (no par) to 
be offered to common stockholders of record Feb. 1, 
1251 on basis of one share for each six shares held: 
rights to expire Feb. 15, 1951. Price—To be supplied by 
amendment (not less than $25 per share). Underwriters 
—Lehman Brothers; Goldman, Sachs & Co.: and The 
First Boston Corp. Proceeds—For construction program. 
® industrial Fermentation Co., Denver, Colo. 
Jan. 5 filed 2,832,200 shares of common stock (no par) to 
be offered in exchange for wheat at rate of one share 
per bushel. Underwriter—Robert D. Bowers & Co., Den- 
ver, Colo. Proceeds—From the sale of the wheat to be 
used to erect a plant and for working capital. 
® Interstate Motor Freight System 
Jan. 3 (letter of notification) 15,000 shares of common 
stock (par $1). Price — $10 per share. Underwriter — 
None. Proceeds — For working capital. Office — 134 
Crandville Ave., S. W., Grand Rapids, Mich. 
® 'tsrael Stee! Corp. 
Jan. 2 (letter of notification) 15,000 shares of common 
stock. Price—At par ($10 per share). Underwriter— 
None. Proceeds—For corporate purposes and the pur- 
cnase of merchandise (steel) for resale. Office—Care of 
Efrein & Metrick, 320 Broadway, New York, N. Y. 
Expected end of January. 

Infra Roast, Inc., Boston, Mass. 
Nov. 3 (letter of notification) 207,000 shares of common 
s*ock to be initially offered to stockholders; unsubscribed 
shares to public. Price—At par ($1 per share). Under- 
writer—None. Proceeds—To finance the purchase of 100 
eutomatic coffee-roasting machines. Office—84 State 
§t., Boston, Mass. 

Insulite Corp., Phoenix, Ariz. 
Dec. 19 (letter of notification) 113,840 shares of capital 
stock (par $1). Price — $1.25 per share. Underwriter — 
None. Proceeds—For corporate purposes. Office—2243 
North 16th Street, Phoenix, Ariz. 
® MKansas-Nebraska Natural Gas Co., Inc. 


Jan. 5 filed 10,950 shares of $5 cumulative preferred 
stock (no par) and 122,812 shares of common stock (par 
$5), the latter to be offered for subscription by common 
stockholders at rate of one share for each five shares 
held. Price—$105 per share for preferred and $15 per 
share for common. Underwriters—The First Trust Co. 
of Lincoln, Neb., and Cruttenden & Co., Chicago, IIl. 
Proceeds—For new construction. 

Kaye-Halbert Corp. 
Oct. 6 by amendment filed 120,000 shares of class A con- 
vertible common stock (par $1). Price—$5 per share. 
Underwriter—Sills, Fairman & Harris, Inc., Chicago, Ill.. 
and Davies & Mejia, San Francisco, Calif. Proceeds— 
To ‘pay off promissory notes and for working capital. 
Statement effective Jan. 5. 

Kingfisher Water Co., Kingfisher, Okla. 
Dec. 27 (letter of notification) 250 shares of 5% cumu- 
mative preferred stock. Price—At par ($100 per share). 
Underwriter—None. Proceeds—For new construction. 
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Lincoln Service Corp., Washington, D. C. 
Dec. 12 filed 80,000 shares of $1.50 cumulative preferred 
stock (no par—with stated value of $22.50 per share), 
with warrants attached entitling the holder to purchase 
common stock at $12 per share in the ratio of two com- 
mon shares for each five preferred shares held. Of said 
80,000 shares, 46,950 shares are to be offered in ex- 
change for outstanding 7% prior preferred stock (oar 
$50) and 6% participating preferred stock (par $25) on 
the following basis: (1) For each 7% prior preferred 
share two new preferred shares; and (2) For each 6% 
participating preferred share one share of new pre- 
ferred stock—plus in each case accrued and unpaid div- 
idends and redemption premiums, in cash. The remain- 
ing 33,050 shares are to be publicly offered. Price—$25 
ser share. Underwriter—Johnston, Lemon & Co., Wash- 
ington, D. C. Proceeds—For working capital and to 


redeem unexchanged old preferred stock. Expected this 
month. 


@ tLystad & Redick, Inc., Grand Forks, N. D. 

Jan. 2 (letter of notification) $100000 of debentures. 
Price — At par (in denominations of $1,000 each). 
Underwriter—None. Preceeds—tTo retire stock of com- 
pany held by an estate. 


Macmillan Co., New York (1/17) 
Dec. 27 filed 171,971 shares of common stock (par $1). 
Price—To be supplied by amendment. Underwriter— 
Hemphill, Noyes, Graham, Parsons & Co., New York. 
Proceeds—To three selling stockholders. 


Mascot Mines, Inc., Kellogg, Ida. 
Oct. 27 (letter of notification) 400,000 shares of capital 
stock. Price—37% cents per share. Underwriter—Stand- 
ard Securities Corp., Spokane, Wash. Proceeds—To pur- 
chase controlling interest in Pine Creek Lead-Zinc Min- 
ing Co., for development costs and working capital. 


Mercantile Acceptance Corp. of California 
Dec. 4 (letter of notification) 5,000 shares of first pre- 
ferred stock, 5% series. Price—At par ($20 per share). 
Underwriter—Guardian Securities Corp. of San Fran- 
cisco. Proceeds—For corporate purposes. Office—333 
Montgomery Street, San Francisco, Calif. 


® Middiecreek Valley Telephone Co. (1/15) 

Jan. 5 (letter of notification) 1,500 shares of common 
stock being offered to common stockholders of record 
Jan. 6, 1951, on basis of one new share for each share 
held, with an oversubscription privilege; rights to expire 
on Feb. 15, 1951. Price—At par ($50 per share). Under- 
writer—None. Proeeeds—For conversion to dial tele- 
phones and for expansion program. Office—21 S. Market 
Street, Selinsgrove, Pa. 


Middiesex Water Co., Newark, N. J. 
Feb. 9 (letter of notification) 5,200 shares of common 
stock offered to common stockholders at $50 per share 
on a one-for-five basis. Underwriter—Clark, Dodge & 
Co. Proceeds—To pay notes and for additional working 
capital. Indefinitely postponed. 


Midwestern Insurance Co., Oklahoma City, Okla. 
Dec. 6 (letter of notification) 1,250 shares of $5 cumula- 
tive preferred stock (par $1), redeemable at $100 per 
share. Price—$100 per share Underwriter—None. Pro- 
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ceeds—For working capital. Offiee—212'44 N. W. Fifth 
St., Oklahoma City, Okla, 


Mission Appliance Corp., Hawthorne, Calif. 
July 24 filed 50,000 shares of 6% cumulative convertible 
preferred stock. Price—At par ($20 per share). Under- 
writer—Lester & Co., Los Angeles, Calif. Proceeds—To 
retire bank loans and install machinery and equipment 
in a proposed new plant to be located east of the Rocky 
Mountains. Business—Manufacturer of gas and electric 
water and space heaters. 


Moore Drop Forging Co., Springfield, Mass. 
Cec. 20 (letter of notification) 5,000 shares of common 
stock (par $1). Price—Approximately $10 per share. 
Underwriters—G. H. Walker & Co., New York, and 
Blunt Ellis & Simmons, Chicago, Ill. Proceeds — To 
Alfred H. Chapin, Chairman of the Board, the selling 
stockholder. 


Muntz Car Co., Evanston, Hi. 

Nov, 29 (letter of notification) 300,000 shares of common 
stock (no par) to be sold to a group of 20 individuals. 
Price—$1 per share. Underwriter—None. Proceeds—For 
operating capital, and to complete purchase of tools, dies 
and inventory from Kurtis-Kraft, Inc. Office—1000 Grey 
Ave., Evanston, II. 

® National Lead Co. 

Jan. 3 (letter of notification) 335 shares of common stock 
(par $10). Priee—At the market on the New York Stock 
Exchange (approximately $71.25 per share). Under- 
writer—Gude, Winmill & Co., New York, N. Y. Proceeds 
—To holders of scrip certificates. 

Nevada-Tungsten Corp., Jersey City, N.J. (2/1) 
Dec. 7 (letter of notification) 2,000,000 shares of com- 
mon stock (par one cent). Price—15 cents per share; 
Underwriter—Tellier & Co., New York. Proceeds—For 
working capital. Office—15 Exchange Place, Jersey City 
2. Bde 
® Old Fashioned Meat Products, Inc., Reno, Nev. 
Jan. 2 (letter of notification) 140,000 shares of common 
stock. Price — At par ($1 ner share). Underwriter — 
None. Proceeds—To purchase refrigeration and process-~ 
ing machinery and for other operating expenses. Office 
—139 North Virginia St., Reno, Vev. 

Otter Tail Power Co., Fergus Falis, Minn. 

Dec. 5 (letter of notification) 4,990 shares of common 
stock (par $5). Price—At approximately market (about 
$18.75 per share). Underwriters—Kaiman & Co., St. 
Faul, Minn.; Glore, Forgan & Co., Chicago, Ill.; and 
W. R. Olson Co., Fergus Falls, Minn. Proceeds—To 
Thomas C. and Cyrus G. Wright, executors of the will 
of Grace Clark Wright (deceased). 


@® Piedmont Aviation, Inc., Winston-Salem, N. C. 
Dec. 26 (letter of notification) 15.000 shares of common 
stock (par $1). Price—$1.50 per share. Underwriter— 
Kirchofer & Arnold Associates, Inc., Raleigh, N?>°C. 

Railway & Light Securities Co., Boston, Mass. 
Dec. 22 filed 252,552 shares of common stock (par $10) 
to be offered tc common stockholders of record Jan. 11 
on a share-for-share basis, with an oversupscription 
privilege; rights will expire on Feb. 2. Price—To be 
filed by amendment. Underwriter—-Company expects to 
enter into dealer agreements under which subscriptions 
will be solicited and transactions may be stabilized. 
Dealer-Managers for latest financing were Stone & 
Webster Securities Corp.; Estabrook & Co. (as repre- 
sentatives): The First Boston Corp.; Kidder, Peabody & 
Co.; Paine, Webber, Jackson & Curtis; Tucker, Anthony 
& Co.; and Whiting, Weeks & Stubbs. Preceeds—To 
redeem $1,900,000 of outstanding collateral trust 342% 
bonds, 12th series, and for additional capital investment. 
Business—Closed-end investment company. 

Ramie Products 
Sept. 21 (letter of notification) 25,000 shares of common 
stock (par $1). Priee—$3 per share. Underwriter— 
Smith, Talbott & Sharpe, Pittsburgh, Pa. Proceeds— 
For purchase of additional machinery and equipment and 
working capital. Office—507 Liberty Avenue, Pitts- 
burgh 22, Pa. 


Resort Airlines, Inc., Pinehurst, N. C. 
Dec, 18 (letter of notification) 5,500,000 shares of com- 
mon stock to be offered stockholders of record Dec. 27 
on a pro rata basis, with Fiduciary Management, Inc., 
principal stockholder to acquire 3,000,000 shares; rights 
expire Jan. 15. Priee—At par (10 cents per share). 
Underwriter — None. Proceeds— For cancellation of 
notes, to purchase aircraft and related equipment and to 
reduce working capital deficit. Office—Resort Field, 
Pinehurst, N. C. 

Rossville Dyestuff Corp. 

Dec. 14 (letter of notification) 1,000 shares of 6% cumu- 
lative preferred stock. Pricee—At par ($100 per share). 
Underwriter—None. Preoceeds—To pay debt and for cap- 
ital improvements and working capital. Office—Arthur 
Kill Road, Staten Island 13, N. Y. 


San Diego Gas & Electric Co. (1/17) 
Dec. 27 filed 325,000 shares of 4.40% cumulative pre- 
ferred stock (par $20). Price—To be supplied by 
amendment. Underwriter—Blyth & Co., Inc. Proceeds 
—To repay $3,200,000 bank loans and for expansion 
program. 

Sanitary Products Corp., Taneytown, Md. 
Dec. 18 filed 110,000 shares of common stock (par $1), 
of which 50,000 shares are to be initially offered to 
stockholders on basis of three shares for each 10 shares 
held. Price—At $6 per share. Underwriters—Ward and 
Co.; Investing Securities, Inc., and James C. Kennedy, 
Jr., of New York who have agreed to buy 20,000 shares 
each of the remaining 60,000 shares (preemptive rights 
to which have been waived by the stockholders) and 
50% of the 50,000 shares not subseribed for by. stock- 
holders. Augus D. McIntosh of New York will undere 
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take to dispose of any remaining unsubscribed shares on 
a “best efforts” basis. Preceeds for construction and 
working capital. Business— Manufacture of hygienic 
products. 
Shipley Wholesale Drug Co. 

Dec. 15 (letter of notification) 2,900 shares of 4% cumu- 
lative preferred stock. Price—At par ($100 per share). 
Underwriter—None. Preceeds—To retire $250,000 8% 
preferred stock (par $100) and to retire sales credits. 
Office—4724 Baum Boulevard. Pittsburgh 13, Pa, 


South State Uranium Mimes Ltd. (Canada) 
Nov. 30 filed 560,000 shares of capital stock. Priee—At 
par (31 per share). Underwriter-Optienee—Robert Irwin 
Martin of Toronto. Preeeeds—For commissions, explora- 
tion and development expenses, and working capital. 


South West Box Co., Keokuk, lowa 
Nov. 27 (letter of notification) $200.000 10-year 6% sub- 
ordinated instalment debenture bonds. Price—To be sold 
in multiples of $100 plus accrued interest. Underwriter 
—None. Proceeds—For corrugated machine. 


Southeastern Telephone Co., Tallahassee, Fla. 
Nov. 20 (letter of notification) 10,000 shares of common 
stock (par $10). Price—$11.25 per share. Underwriter— 
Wagner, Reid & Ebinger, Louisville, Ky. Proceeds—For 
construction and improvement. 


Southern Discount Co., Atlanta, Ga. 
Sept. 18 (letter of notification) $191,500 of 5% subordin- 
ated debentures, series E. Price—At par. Underwriter— 
For $100,000 of debentures, Allen & Co., Lakeland, Fla 
Proceeds—To reduce bank loans and for working capi- 
tal. Office—220 Healey Bidg., Atlanta, Ga. 


Southern Insurance, Inc., Atlanta, Ga. 
Nov. 2 (letter of notification) 30,000 shares of common 
stock. Price—At par ($10 per share). Underwriter— 
None. Proceeds—To purchase stock in Southern Fire & 
Marine Insurance Co. and to reduce debt. Office—79 
Ponce De Leon Ave., N. E., Atlanta, Ga. 

Southern Natural Gas Co. (1/23) 
Dec. 18 filed $17,500,000 of first mortgage pipeline bonds 
due Dec. 1, 1970. Underwriter — To be determined by 
competitive bidding. Probable bidders: Halsey, Stuart & 
Co. Inc.; Blyth & Co., Inc. and Kidder, Peabody & Co. 
{jointly); The First Boston Corp.; Equitable Securities 
Corp.; Kuhn, Loeb & Co. Preceeds—To repay bank 
loans and for expansion program. Bids—Expected to 
be opened at 11 a.m. (EST) on Jan. 23. 


Southern Natural Gas Co. (1/30) 
Dec. 18 filed 155,546 shares of common stock (par $7.50) 
to be offered for subscription by common stockholders 
of record Jan. 30 on the basis of one share for each 10 
shares held, with an oversubscription privilege; rights 
will expire on Feb. 16. Price—To be filed by amend- 
ment. Underwriter—None. Proceeds—To repay bank 
loans and for expansion program. 
@ Southern Union Gas Co. 
Jan. 8 filed 150,469 shares of common stock (par $1) to 
be offered for subscription by common stockholders of 
record Jan. 25 on basis of one new share for each 10 
shares held; rights to expire Feb. 26. Price—$16 per 
share. Underwriter—None. Proceeds—For construction. 

Spokane Warehouse & Storage Co. 
Dec, 4 (letter of notification) $270,000 of first mortgage 
6% bonds due Dec. 31, 1960, and 270,000 shares of com- 
mon stock (par 10 cents), the bonds to be offered in units 
of $100 each, or in multiples thereof, with the stock to 
be issued as a bonus at the rate of one share of stock 
for each $1 of bonds purchased. Price — At principal 
amount for the bonds. Underwriter—Richard W. Bowler, 
Spokane, Wash. Preceeds—To purchase building. Office 
—214 Paulsen Bldg., Spokane, Wash. 


Sun Oil Co., Philadelphia, Pa. 
_ Dec. 28 filed 191,762 shares of common stock (no par). 
_ Price—At prevailing market (approximately $63 per 
share). Underwriter—None, but will be sold through 
. brokerage firms, without underwriting, between Jan. 15 
and June 30, 1951. Proceeds—To 12 selling stockholders. 


Sunshine pir preenes Corp. of Pennsylvania 
Dec. 8 (letter of notification) 2,950 shares of 5% pre- 
ferred stock. Price—At par ($100 per share). Under- 
writer—None. Proceeds—For additional operating capi- 
| tal. Office—Smedley Street, North East, Pa. Business— 
| Processes and cans frozen fruits and fruit juices. 


} @® Vapor Heating Corp., Chicago, Hl. 

Jan. 3 (letter of notification) 4,575 shares of common 

stock (par $1) to be offered to certain officers and em- 

ployees of company and its subsidiaries. Price—At mar- 
ket (which on Dec. 26 was $40 per share). Proceeds— 

For general corporate purposes. Office—80 East Jack- 
son Boulevard, Chicago, III. 


| Vulcan Extension, Inc., Wallace, Idaho 

| Nov. 27 (letter of notification) 250,000 shares of capital 
stock (par 20 cents). Price—31 cents per share. Under- 
writer—J. A. Hogle & Co., Spokane, Wash. Proceeds— 
For initial working capital for ore development. Address 
—c/o H. J. Hull & Sons, Wallace, Idaho. 


Walker Vitamin Products, Inc., Mt. Vernon, N.Y. 
Dec. 20 (letter of notification) 48,000 shares of class B 
eommon stock (par 25 cents) being offered to holders 
of class A and class B common stock of record Nov. 30 
on basis of one share of new class B stock for each eight 
shares of either class of stock held; rights expire Jan. 
12, 1951. Price—$5.35 per share. Underwriter—None. 
Proceeds—For working capital. Office—17 So. Colum- 
bus Avenue, Mt. Vernon, N. Y. 


Westerly (R. 1.) Automatic Telephone Co. 
Dec. 1 (letter of notification) 7,000 shares of common 
stock to be offered to stockholders of record Dec. 9, 
1950, of which total 4,434 shares will be subscribed for 
by New England Telephone & Telegraph Co. Price—At 
‘par ($25 per share). Underwriter—None, Preceeds—For 
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general corporate purposes. 
terly, Rhode Island. 


@® Western Union Telegraph Co. 

Jan, 3 (letter of notification) six shares of class A stock. 
Price—At market on the New York Stock Exchange. 
Underwriter—J. R. Williston & Co., New York. Pro- 
ceeds—To class A scrip certificate holders. 


Prospective Offerings 


Aigeonquin Gas Transmission Co. 

Nov. 8 the FPC said it was of the opinion that certain 
cf the New England markets should be served by this 
company, upon showing that it has an adequate amount 
cf gas. Necessary financing, probably about $40,000,- 
000, likely to be 75% bonds and 25% stock, with com- 
mon stock to be offered first to stockholders. Probable 
underwriter: Dillon, Read & Co. Inc. 


American Bosch Corp. 
Nov. 22 it was announced stockholders will vote Dec. 18 
on creating a new issue of 40,000 shares of 5% cumula- 
tive preferred stock (par $100), to be issued in series. Of 
this issue, it is proposed to place privately with a group 
of insurance companies 16,500 shares of series A pre- 
ferred, the proceeds to be used to redeem all of the pres- 
ently outstanding 16,336 shares of 5% cumulative pre- 
ferred stock. 
®@ Carolina Power & Light Co. 
Jan. 4 company informed the SEC that it intends to issue 
and sell approximately $20,000,000 of securities in addi- 
tion to the present $15,000,000 bond issue filed with the 
Commission on that date (see under “Securities Now in 
Registration” in this issue). 

Carpenter Steel Co. 
Oct. 30 stockholders voted to increase the authorized 
common stock, par $5, from 500,000 shares to 1,000,000 
shares (there are presently 396,000 shares outstanding). 
The management has no present plans to issue any addi- 
tional common stock. Traditional underwriters: F. S. 
Moseley & Co.; White, Weld & Co.; Hemphill, Noyes, 
Graham, Parsons & Co., and H. M. Byllesby & Co., Inc. 
® Chesapeake & Ohio Ry. (116) 
Bids will be received up to noon (EST) on Jan. 16 for 
the purchase from it of $8,550,000 equipment trust certi- 
ficates, 1951 series, to be dated Feb. 1, 1951 and to ma- 
ture semi-annually Aug. 1, 1951 to Feb. 1, 1966, inclusive. 
Probable bidders: Halsey, Stuart & Co. Inc.; Salomon 
Bros. & Hutzler. 

Clinton Foods, Inc. 
Dec. 12, it was announced stockholders on Jan. 15 will 
vote on increasing the authorized common stock (par 
$1) from 1,500,600 to 2,000,000 shares the increase to 
provide ‘‘substantial funds for capital additions and 
working capital,’ and “to provide for the conversion of 
100,000 shares of unissued and unreserved 412% cumu- 
lative convertible preferred stock.” Probable Under- 
writers: Merrill Lynch, Pierce, Fenner & Beane. 

Colorado Interstate Gas Co. 
Dec. 15 it was reported company plans to obtain a loan 
of $12,000,000 to finance construction of a pipeline from 
Texas to Colorado. 

Columbia Gas System, Inc. 
Dec. 7 it was reported that corporation may issue and 
sell $35,000,000 of new securities in the Spring cor early 
summer. Probable bidders for debentures: Halsey, Stuart 
& Co. Inc.; Morgan, Stanley & Co.; Kuhn, Loeb & Co.; 
Salomon Bros. & Hutzler; Lehman Brothers; Merrill 
Lynch, Pierce, Fenner & Beane and White, Weld & Co. 
(jointly). Probable bidders for common stock, in event 
of competitive bidding: Morgan Stanley & Co.; Goldman, 
Sachs & Co. and Union Securities Corp. (jointly); Mer- 
rill Lynch, Pierce, Fenner & Beane; Lehman Brothers; 
Shields & Co. and R. W. Pressprich & Co. (jointly). 
Proceeds will be used for expansion program. 
® Consolidated Edison Co. of New York, Inc. 
Jan. 10 company announced it would file with the New 
York .P. S. Commission an application for authority to 
issue and sell $60,000,000 first and refunding mortgage 
bonds due Feb. 1, 1981. Underwriter—To be determined 
by competitive bidding. Probable bidders: Halsey, Stu- 
art & Co. Inc.; Morgan Stanley & Co.; The first Boston 
Corp. Proceeds—To repay bank loans. 
® Consolidated Natural Gas Co. 
Jan. 9 it was reported company contemplates issuance 
of between $50,000,000 and $60,000,000 of convertible 
debentures. Underwriters—To be determined through 
competitive bidding. Probable bidders: Halsey, Stuart 
& Co. Inc.; White, Weld & Co. and Paine, Webber, Jack- 
son Curtis (jointly); Dillon, Read & Co. Inc.: The First 
Boston Corp.; Morgan Stanley & Co. Proceeds — To 
finance construction program. Offering—Expected late 
in April. 
® Delaware Power & Light Co. 
Jan. 2, Stuart Cooper, President, announced that com- 
pany has authorized $15,000,000 for new construction 
during 1951 as part of the system’s $60,000,000 postwar 
expansion program. 
@ EI! Paso Natural Gas Co. 
Jan. 9 it was announced company plans to increase the 
capacity of its pipeline system by 400 million cubic feet 
of natural gas per day as part of its $83,000,000 construc- 
tion program. It is planned to issue and sell $62,500,000 
of 15-year 3%,% first mortgage bonds, $15,000,000 of 
4.25% preferred stock and $5,000.000 of common stock. 
Traditional underwriters are White, Weld & Co,, 
New York. 

Foote Mineral Co. 
Nov. 20 company said it may sell during 1951 some addi- 
tional common stock following proposed 200% stock dis- 
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tribution on March 1, 1951. 
Estabrook & Co., New York. 


Georgia Natural Gas Co., Albany, Ga. 
Aug. 2 fited new application with FPC for authority to 
construct a 335-mile pipeline system in Georgia and 
Florida to cost about $5,100,000, which would be fi- 
nanced through issuance of first mortgage pipe-line 
bonds and the sale of common stock. Previous appli- 
cation was withdrawn. 


® Georgia Power Co. 

Jan. 8 it was reported company may issue and sell from 
$18,000,000 to $20,000,000 of new first mortgage bonds. 
Underwriters — To be determined by competitive 
bidding. Probable bidders: Halsey, Stuart & Co. Inc.; 
Morgan Stanley & Co.; Drexel & Co.; Lehman Brothers; 
Harriman Ripley & Co. Inc.; Shields & Co. and Salomon 
Bros. & Hutzler (jointly); Blyth & Co., Inec.; and Union 
Securities Corp. and Equitable Securities Corp. (jointly). 
Preceeds—For construction program. Offering—Tenta- 
tively expected about the end of March. 


Gulf Oil Corp. 

Jan. 2 the company, together with four other companies, 
filed plans with Petroleum Defense Authorities in Wash- 
ington for the construction of a 26-inch crude oil pipe 
line extending from the West Texas producing area to 
refineries on the Gulf Coast. Associated with Gulf, are 
Cities Service Co., Pure Oil Co., Sun Oi] Co. and Stand- 
ard Oil Co. of Ohio. Construction is contemplated to be- 
gin in late summer or early fall of this year with com- 
pletion early in 1952, 


Houston Lighting & Power Co. 

Dec. 19 it was reported company plans to issue and sell 
$15,000,000 of new first mortgage bonds. Underwriters 
—To be determined by competitive bidding. Probable 
bidders: Halsey, Stuart & Co. Inc.; Dillon, Read & Co. 
Ine.; Kidder, Peabody & Co.; Equitable Securities Corp.; 
Union Securities Corp. and Salomon Bros & Hutzier 
(jointly); Harriman Ripley & Co. Inc.; Smith, Barney & 
Co. Proceeds—For construction program. Offering— 
Expected in January or February. 


lowa Power & Light Co. 
Dec. 19 it was said company expects to issue additional 
securities in 1951 to finance its construction program 
which is expected to cost between $6,500,000 to $7,500,- 
006. Form of financing will depend on market condi- 
tions at the time. 


Lone Star Steel Corp. 
Nov. 12, it was reported that company may issue and sell 
additional securities should it receive government con- 
sent to the building of a new plant. Probable under- 
writers: Straus & Blosser; Estabrook & Co., and Dallas 
Rupee & Son. 


MacMillan Co., New York 
Dec. 18 it was reported early registration is expected of 
approximately 170,000 shares of common stock. Under- 
writers—-Hemphill, Noyes, Graham, Parsons & Co., New 
York. Proceeds—To selling stockholders. Expected 
about Jan. 16. 


Marion Power Shovel Co. 

Dec. 8, the company announced it plans the sale of addi- 
tional common stock (par $5) so as to add approximately 
$500,000 to equity capital, such shares to be first offered 
to present common stockholders on a pro rata basis, 
Registration—Expected to be effected in February, 1951. 
Proceeds—The net proceeds from the sale of the stock, 
together with proceeds from a proposed term loan of ap- 
proximately $2,500,000 with banks and an insurance com- 
pany, will be used to refund $1,175,000 bank loans, pay=- 
ment of preferred dividend arrearages of $1,501,500, and 
the balance for working capital. 

Michigan Consolidated Gas Co. 

Jan. 3, it was disclosed that the company is planning an 
$8,000,000 pipe line construction program to increase 
natural gas deliveries to the Detroit (Mich.) area by 
150,000,000 cubic feet a day next winter. The present line 
has a daily capacity of 325,000,000 cubic feet a day. 

Michigan-Wisconsin Pipe Line Co. 

July 25 company received SEC authority to borrow not 
more than $20,000,000 from banks. A permanent financ- 
ing program provides for the elimination of these bank 
loans prior to their maturity, July 1, 1951, and such pro- 
gram will include the issuance and sale of $12,000,000 
additional bonds and $3,000,000 of additional common 
stock (latter to American Natural Gas Co., the parent). 
Previous debt financing was placed privately. If com- 
petitive probable bidders may include The First Boston 
Corp.: Harriman Ripley & Co., Inc.; Glore, Forgan & Co, 

Minnesota Power & Light Co. 

Dec. 6, Clay C. Boswell, President, announced that the 
company expects to raise about $10,000,000 through the 
sale of new securities within the next year or so. The 
financing may be either in the form of bonds or preferred 
stock. The proceeds will be used for the company’s ex=- 
pansion program. Probable bidders for bonds may in- 
clude Halsey, Stuart & Co. Inc.; Shields & Co.; The First 
Boston Corp. and Glore, Forgan & Co. (jointly); Otis & 
Co.: White, Weld & Co.; Lehman Brothers and Drexel & 
Co. (jointly); Union Securities Corp.; Kidder, Peabody 
& Co.; Coffin & Burr, Inc. 

Mississippi River Fuel Corp., St. Louis, Mo. 
Oct. 4 it was announced that plans to finance the instal- 
lation of additional compressor units on the company’s 
pipeline system in Arkansas and Missouri will. be sup- 
plued later. The estimated cost of the new facilities is 
$5,500,000. Previous bond financing was arranged for 
privately through Union Securities Corp., who also acted 
as underwriter for a common stock issue in April of this 
year. 


Traditional underwriter: 
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Monongahela Power Co. 

Dec. 1 it was announced company plans issuance anc 
sale of $10,000,000 of new bonds. Underwriters — To be 
determined by competitive bidding. Probable bidders 
Halsey, Stuart & Co. Inc.; Equitable Securities Corp.; W 
C. Langley & Co. and The First Boston Corp. (jointly, 
Union securities Corp.; Salomon Bros. & Hutzler; Leh- 
man Brothers; Kidder, Peabody & Co. and White, Weic 
& Co. (jointly); Merrill Lynch, Pierce, Fenner & Beane 
Glore, Forgan & Co. Proceeds—For expansion program. 
Offering—Expected in March, 1951. 


Montana-Dakota Utilities Co. 

Oct. 11 company asked FPC for authority to issue $2.- 
800,000 of 244% promissory notes to banks to proviae 
funds for its expansion program. These notes, togethe: 
with $3,000,000 of notes authorized by FPC last May, are 
to be refunded by permanent financing before April i 
1951. Traditional underwriters are Blyth & Co., Inc. anc 
Merrill Lynch, Pierce, Fenner & Beane. Stockholders or 
Nov. 27 will vote on increasing authorized preferrec 
stock from 100,000 to 150,0C0 shares and common stock 
from 1,500,000 to 2,500,000 shares. R. M. Heskett, Presi- 
dent, stated that about $10,000,000 will be raised withir 
the next six months. 


Mountain States Power Co. 

Dec. 26 company applied to FPC for authority to split 
up the present common stock on a three-for-one basis 
to help facilitate the sale of additional common stock 
in the near future so as to enable the company to carry 
out its construction program for 1951. Merrill Lynch, 
Pierce, Fenner & Beane, New York, was the principal 
underwriter of a common stock offering in April, 1949 
Stockholders will vote Jan. 30 on issuing 900,000 shares 
of $7.25 par value common stock in exchange for 300,- 
000 shares of no par value common stock. 


Nevada Natural Gas Pipe Line Co. 
Nov. 15 company asked FPC to authorize construction 
and operation of a 114-mile pipeline for the transporta- 
tion of natural gas, which, it is estimated, will cost 
$2,331,350. 


@ New York, Chicago & St. Louis RR. 

Jan. 5 Lynne L. White, Chairman, announced that the 
company plans to offer 33,770 shares of common stock 
at the rate of one new share for each ten common shares 
held on Jan. 11 subject to the eproval of the ICC. Rights 
are to expire on Jan. 30. Price—S$150 per share. Under- 
writers—None. 


Niagara Gas Transmission Ltd. (Canada) 

Oct. 20, it was announced that this company, a subsidiary 
of Consumers’ Gas Co., plans to build a pipe line in 
Canada to export from Tennessee Gas Transmission Co 
Texas natural gas by way of the Niagara border. The 
total cost of the project is estimated at $6,000,000, of 
which $2,000,000 will be represented by 400,000 shares 
of capital stock, par $5, and $4,000,000 to be raised by the 
issue of bonds. 


Niagara Mohawk Power Corp. 

Oct. 24 the company estimated that, through 1951, it will 
require not more than $35,000,000 of additional debt or 
equity financing in connection with its 1951 construction 
which is expected to cost $52,328,000. This amount is in 
addition to the sale on Oct. 31 of $40,000,000 genera) 
mortgage bonds due Oct. 1, 1980. Probable bidders for 
new bonds: Halsey, Stuart & Co. Inc.; Morgan Stanley 
& Co.; Kuhn, Loeb & Co.; The First Boston Corp. 


Northeastern Gas Transmission Co. 
Nov. 8 FPC authorized company to supply part of New 
England with natural gas, and authorized Tennessee Gas 
Transmission Co., parent, to carry out a $118,645,545 
expansion program, part of which will supply some of 
Northeastern’s gas needs. Of the total financing, 75% 
will be in the form of first mortgage bonds to be placed 
privately with a group of life insurance companies. The 
remaining 25% would be obtained through the sale of 
equity securities. Traditional underwriters for Tennes- 
see White, Weld & Co.; Stone & Webster Securities Corp. 


Oklahoma Gas & Electric Co. 

Dec. 20 D. S. Kennedy, President, said company is con- 
sidering refunding outstanding $6,500,000 514% cumu- 
lative preferred stock (par $100) with an equal amount 
of preferred stock with a lower dividend rate and may 
issue additional common stock (par $10) provided mar- 
ket conditions warrant such action, to finance construc- 
tion program. Probable underwriters: Lehman Brothers; 
Smith, Barney & Co.; Harriman Ripley & Co. Inc. 


Pacific Lighting Corp. 
Nov. 13 corporation estimated that approximately 
$24,000,000 will have to be raised through the sale of 
securities next year to finance its 1951 construction pro- 
gram. Traditional underwriter: Blyth & Co., Inc. 


Pacific Telephene & Telegraph Co. 
Dec. 8 directors voted to offer stockholders the right to 
subscribe for 569,946 additional shares of common stock 
on basis of one share fer each 10 common and/or pre- 
ferred shares held.’ Price —At par ($100 per share). 
Parent—American Telephone & Telegraph Co. owns ap- 
proximately 89% of Pacific’s stocks. Underwriter—None. 


Pennsylvania Electric Co. 
Oct. 4 company was reported to be planning the issuance 
early next year of about $10,000,000 new bonds. Probable 
bidders: Halsey, Stuart & Co, Inc.; Kidder, Peabody & 
Co.; Merrill Lynch, Pierce, Fenner & Beane; Union Se- 
eurities Corp. and White, Weld & Co. (jointly); Equit- 
able Securities Corp.; The First Boston Corp.; Kuhn, 
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Loeb & Co.; Harriman Ripley & Co., Inc. Proceeds are 
to be used to tinance construction program. 


Pennsylvania Power & Light Co. 

Nov. 9 Chas. E. Oakes, President, stated the company 
will require about $34,900,000 of new capital over the 
next four yvears through the sale of securities. It is re- 
ported that not over 75,000 shares of series preferred 
stock may be sold late this year or early 1951. Traditional 
Underwriters—The First Boston Corp. and Drexel & 
Co. Proceeds—To finance, in part, the company’s con- 
struction program. 


Pittsburgh Brewing Co. 
Dec. 12 it was announced stockholders will vote Jan. 16 
on authorizing indebtedness up to $6,000,000 for future 
requirements, if necessary. Company plans to expend 
$3,500,000 additional for additions and improvements, 
mostly in 1951. 


Potomac Edison Co. 

Dec. 1 it was announced that company plans to issue 
$10,000.000 of new bonds. Underwriters—To be deter- 
mined by competitive bidding. Probable bidders: Halsey, 
Stuart & Co. Inc.; W. C. Langley & Co. and The First 
Boston Corp. (jointly); Kidder, Peabody & Co. and Alex. 
Brown & Sons (jointly); Glore, Forgan & Co.; Salomon 
Bros. & Hutzler; Harriman Ripley & Co., Inc., and Union 
Securities Corp. (jointly). -Proceeds — For expansion 
program. Offering—Expected in April or May, 1951. 


Public Service Co. of Colorado 
Nov. 1, J. E. Loiseau, President, announced that “it will 
be necessary to raise additional funds for construction 
purposes in the second quarter of 1951. The amount 
needed is estimated at about $7,000,000.” Probable bid- 
ders for a reported issue of $15,000,000 new bonds are: 
Halsey, Stuart & Co. Inc.; Blyth & Co., Inc. and Smith, 
3arney & Co. (jointly); The First Boston Corp.; Lehman 
Brothers; Kidder, Peabody & Co.; Harris, Hall & Co. 
(Inc.); Glore, Forgan & Co. and W. C. Langley & Co. 
(jointly). 

Public Service Co. of Indiana, Inc. 
Oct. 31, company estimated that, in addition to the $40,- 
000,000 bank credit arranged with eight banks, it may be 
required, during the period prior to Dec. 31, 1953, to 
obtain additional funds of approximately $40,000,000 in 
order to take care of its construction program. 

Reading Co. (1/20) 
Dec. 14 it was stated company plans issuance and sale 
this month of $8,000,000 equipment trust certificates. 
Probable bidders: Halsey, Stuart & Co. Inc.; Salomon 
Bros. & Hutzler; Harris, Hall & Co. (Inc.). 

Reliance Electric & Engineering Co. 
Nov. 22 directors voted to call a special meeting of stock- 
holders for Jan. 18, 1951, for purpose of increasing au- 
thorized common stock from 350,000 shares (209,221 
shares outstanding) to 1,000,000 shares and to effect a 
2-for-1 stock split-up. The stockholders would then have 
preemptive rights in 531,558 of the unissued new shares 
while 50,000 shares would be reserved for future sale to 
employces and for other corporate purposes. Traditional 
underwriter: Hayden, Miller & Co. 

Seaboard Air Line RR. (1/18) 
Bids will be received up to 12 o’clock noon (EST) on 
Jan. 18 at the office of Willkie Owen Farr Gallagher 
& Walton, 15 Broad Street, New York 5, N. Y., for the 
purchase from the company of $4,920,000 equipment 
trust certificates, series I, to be dated Feb. 1, 1951 and 
to mature serially in 15 equal annual instalments. Prob- 
able bidders: Halsey, Stuart & Co. Inc.; Salomon Bros. 
& Hutzler; Harris, Hall & Co. (Inc.). 

South Atlantic Gas Co. 
Dec. 11 company sought Georgia P. S. Commission for 
authority to issue $3,000,000 new first mortgage bonds. 
May be placed privately. The proceeds will be used to 
repay bank loans and for expansion program. 

South Jersey Gas Co 
Nov, 20 an advisory report submitted to SEC provides 
for sale of entire holdings of United Corp. in the stock 
of South Jersey Gas Co. (154,231.8 shares, par $5 each.) 
Probable bidders: Lehman Brothers and Bear, Stearns 
& Co. (jointly). 

Southeastern Michigan Gas Co. (Mich.) 
Dec. 1 it was announced that in connection with the fi- 
nancing of the proposed pipeline, the acquisition of dis- 
tribution facilities and the conversion of the system to 
natural gas, the company proposes to issue $3,300,000 of 
first mortgage bonds, $500,000 of 5% prior preferred 
stock, $200,000 of 6% cumulative preferred stock and 
$400,000 of common stock, subject to the approval of the 
Michigan P. S, Commission. The FPC authorized the 
company to construct natural gas pipeline facilities to 
serve the southeastern Michigan area. 

Southeastern Telephone Co. 
Nov. 20 this company, a subsidiary of Central Electric 
& Gas Co., notified the SEC that it proposes to offer 
10,000 shares of common stock (par $10). Price—$11.25 
per share. Underwriter—Wagner, Reid & Ebinger, Louis- 
ville, Ky. Proceeds—For construction and improvement 
program. 

Southern California Edison Co. 
Sept. 27, W. C. Mullendore, President, announced that 
company will have to raise $50,000,000 in new capital 
within the next 18 months to finance its 1951 construc- 
tion program. Total financing may involve $55,000,000 
in new bonds. Probable bidders: Halsey, Stuart & Co 
Inc.; Blyth & Co., Inc.; The First Boston Corp. and 
Harris, Hall & Co. (Inc.) (jointly): Shields & Co. 

Southern Indiana Gas & Electric Co. 
Nov. 6, the company applied to the Indiana P. S. Com- 
mission for authority to issue and sell $3,000,000 of 30- 
year first mortgage bonds. Underwriters—May be deter- 
mined by competitive bidding. Probable bidders: Hal- 
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sey, Stuart -& Co. Inc.; Kidder, Peabody & Co.:; First 
Boston Corp.; Equitable Securities Corp.; Otis & Cog 
Carl M. Loeb, Rhoades & Co.; Salomon Bros. & Hutzler. 
Proceeds—For expansion program. 


Southwestern Public Service Co. f 
Nov. 15, the company announced that it is anticipated 
that over $17,500,000 will be raised from the sale of 
securities in the fiscal year to end Aug. 31, 1951. It is 
expected that the new senior securities to be sold will 
consist of first mortgage bonds and preferred stock and 
that a portion of the cash requirements will be derived 
from the sale of additional common stock. The bonds 
and preferred stock may be placed privately. The com- 
mon stock will probably be offered first to common 
stockholders and underwritten by Dillon, Read & Co. 
Inc. Proceeds—To be used for expansion program. 


Tennessee Gas Transmission Co. 


See accompanying item on Northeastern Gas Transmis- 
sion Co. 


Texas Eastern Transmission Corp. 
Dec. 6 it was announced that the company intends te 
issue in 1951 an estimated $20,000,000 of equity securities 
(probably preferred stock). Traditional Underwriter— 
Dillon, Read & Co. Inc., New York. Proceeds—For ex- 
pansion program. 


Texas Gas Transmission Corp. , 
Jan. 3 company asked FPC permission for apvroval of a 
$42,300,000 construction program, which will include the 
building of 580 miles of pipe line to supply natural gas 
in its own mid-Western service area and in Appalachian 
markets. The program would increase the cavacity of 
the Texas-to-Ohio pipe line system to over 900,000,000 
cubic feet per day. Tentative plans include the sale of 
around $30,000,000 bonds (which may be placed pri- 
vately with insurance firms) and abcut $10,000,000 of 
preferred stock (depending upon market conditions). 
The balance of the funds needed will be obtained from 
treasury cash or temporary bank loans. Traditional 
underwriter is Dillon, Read & Co. Inc., New York. 


Texas & Pacific Ry. (1/11) 

Dec. 19 company applied to ICC for authority to issue 
and sell $4,000,000 equipment trust certificates, series I, 
to be dated Feb. 1, 1951, and to mature in 1-to-10 years. 
Probable bidders: Halsey, Stuart & Co. Inc.: Salomon 
Bros. & Hutzler; Harris, Hall & Co. (Inc.); Lee Higgin+ 
son Corp.; R. W. Pressprich & Co.; Harriman Ripley & 
Co. Inc. and Lehman Brothers (jointly); Blair, Rollins & 
Co. Inc. Bids expected at noon (EST) on Jan. 11. 


United Gas Corp. 
Nov. 16, the Division of Public Utilities of the SEC has 
recommended that SEC order Electric Bond & Share Co. 
to dispose of its holdings of 2,870,653 shares (26.95%) of 
United Gas Corp. common stock. In event of competitive 
bidding, probable bidders may include Lehman Brothers. 

United States Pipe Line Co. (Del.) 
Sept. 25, it was announced that this company had been 
formed to build, own and operate a petroleum products 
pipeline from the Texas Gulf Coast to St: Louis, Chicago 
and other midwest markets to operate as a “common 
carrier.” The initial financing has been arranged for 
privately, with no public offering expected for at least 
two years. E. Holley Poe and Paul Ryan, of 70 Pine St., 
New York, N. Y., are the principal officers of the cor- 
poration. , 

Utah Natural Gas Co. 
Nov. 21, the company applied to the Utah P. S. Commis- 
sion for permission to extend the proposed natural gas 
line from northeastern Utah to include additional areas 
in that State. The estimated cost of the project was in- 
creased to $32,000,000 (from $25,000,000 in the original 
application), according to John A. McGuire, President, 
and the length of the proposed transmission increased 
from 325 miles to 469 miles. 

Utah Pipe Line Co., Dallas, Tex. 
Dec. 14 company applied to FPC for authority to build 
a 392-mile pipeline from Aztec, N Mex, to the Salt Lake 
City, Utah, area, at an estimated cost of $22,000,000. 


Valley Gas Pipe Line Co., Inc., Houston, Tex. 
June 27 company sought FPC authorization to construct 
a $144,500,000 pipeline project to carry natural gas from 
the Gulf Coast and off-shore fields in Louisiana and 
Texas to markets in Indiana, Ohio and Michigan. Com- 
pany is now in process of completing negotiations for 
its major financing requirements. . 

West Penn Electric Co. 

Dec. 1 it was reported company plans to sell $7,000,000 
of new common stock, either to the stockholders or 
through underwriting. If through underwriters, stock 
may be sold at straight competitive bidding. Probable 
bidders: Lehman Brothers and Goldman, Sachs & Co. 
(jointly); Morgan Stanley & Co.; W. C. Langley & Co. 
and The First Boston Corp. (jointly); Harriman Ripley 
& Co, Inc. Proceeds—For expansion program. Offering 
—Expected early in 1951. 


Westcoast Transmission Co., Ltd. 

Nov. 10, it was announced that Westcoast Transmission 
Co.; Ine., its American affiliate, has filed an application 
with the FPC seeking authorization to construct approx- 
imately 615 miles of pipeline for the transportation of 
natural gas in the States of Washington and Oregon (this 
project is estimated to cost $25,690,000). Both companies 
are sponsored by Pacific Petroleums, Ltd., of Calgary, 
Sunray Oil Corp. and other members of the “Pacific 
Group” engaged in active oil and gas exploration and 
development in Western Canada. The completed line of 
both companies, to be about 1,400 miles, will, according 
to estimates, cost about $175,000,000, to be financed 
75% by bonds and the remainder by preferred and com- 
mon stock. Underwriters—Eastman, Dillon & Co. and 
The First Boston Corp. 
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The Investment Bankers Asso- 
ciation of America announced the 
list of Governors elected to serve 
in the year 1950-1951 by the 
Groups of the Association at the 
close of its recent Annual Conven- 
tion at Hollywood, Fla. In this 
connection, we learn that, owing 
to a misunderstanding, the list 
given on p. 33 in the “Chronicle” 
of Dec. 14 was that of the 1949- 
1950 Group Chairman, rather than 
the 1950-1951 Group Governors. 
The pictures given elsewhere in 
the same issue, however, properly 
reflected all of the newly elected 
Governors and Group Chairmen 
of the Association for 1950-1951. 

Below we show the Governors 
elected by the Groups at the close 
of the Convention and follow with 
a list of 1950-1951 Group Chair- 
men although, as previously noted, 
the pictures of each of the latter 
were correctly shown in our issue 
of Dec. 14. 


1950-51 Group Governors 

John H. Barret—Barret, Fitch & 
Co., Inc., Kansas City. 

Harry C. Clifford—kKidder, Pea- 
body & Co., New York. 

George K,. Coggeshall—Schoell- 
kopf, Hutton & Pomeroy, Inc., 
New York. 

Benjamin F, Frick, Jr.—Stix & 
Co., St. Louis. 


Clarence E. Goldsmith—White, 
Weld & Co., New York. 


George B. Kneass—The Phila- 
delphia National Bank, Phila- 
delIphia. 


Stanley N. Minor—Pacific North- 
west Company, Seattle. 

Charles R. Perrigo—Hornblower 
& Weeks, Chicago. 

Walter S. Robertson—Scott & 
Stringfellow, Richmond. 


Charles W. Warterfield—Cum- 
berland Securities Corporation, 
Nashville. 


Hempstead Washburne— Harris, 
Hall & Company, Chicago. 


Charles B. White —Chas. B. 
White & Co., Houston. 

1950-51 Group Chairmen 

California — Robert L. Harter, 


Sutro & Co., San Francisco. 
Canadian - 
Gairdner 
Toronto. 
Central States—Charles R. Per- 
rigo, Hornblower & Weeks, Chi- 
cago. 


James A. Gairdner, 
& Company Limited, 





Eastern Pennsylvania — Gordon 
Crouter, DeHaven & Townsend, 
Crouter & Bodine, Philadelphia. 


Michigan — William M. Adams, 
Braun, Bosworth & Company, De- 
troit, 


Minneseta — Donald E. McFar- 


land, Kalman & Company, Inc., 
Minneapolis. 
Mississippi Valley — Jerome F. 





Tegeler, Dempsey-Tegeler & Co., 
St. Louis. 


New England—Horace W. Frost, 
Tucker, Anthony & Co., Boston. 

New. York—Amyas Ames, Kid- 
der, Peabody & Co., New York. 


Northern Ohio—John S. Clark, 
Fahey, Clark & Co., Cleveland. 


Ohio. Valley—Campbell S. John- 
ston, W’ E. Hutton & Co., Cin- 


, cinnati. 


Pacific Northwest — Willis H. 
Blakely, Blankenship, Gould & 
Blakely, Inc., Portland. 


Recky Mountain — Walter J. 
Coughlin, Coughlin and Company, 
Denver. 
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New Group Governors of IBA 


Investment Corporation of Nor- 
folk, Norfolk. 


Southern—Ralph Owen, Equit- 
able Securities Corporation, Nash- 
ville. 

Southwestern—Philip J. Rhoads, 
First National Bank & Trust Com- 
pany, Oklahoma City. 


Texas—Lewis F. Rodgers, Cen- 
tral Investment Company of Tex- 
as, Dallas. 


Western Pennsylvania—L. Wain- 
wright Voig:, Hemphill, Noyes, 
Graham, Parsons & Co., Pitts- 
burgh. 


Joims Harris, Upham 


(Special to THe FINANCIAL CHRONICLE) 
BOSTON, Mass. — Robert S. 
Moore has joined the staff of Har- 
ris, Upham & Co., 30 State Street. 


Merrill Lynch Adds 


(Special to THE FINANCIAL CHRONICLE) 

BOSTON, Mass. — Donald S. 
Burns is with Merrill Lynch, 
Pierce, Fenner & Beane, 10 Post 
Office Square. 


William Prescott Opens 


WELLESLEY HILLS, Mass, — 
William S. Prescott is engaging in 
a securities business from offices 
at 25 Woodches‘er Road. He was 
formerly with H. C. Wainwright 
& Co. and Lyman W. Phillips & 
Co. and was an officer of Carver 
& Co., Inc. 


Joins First Mutual 


(Special to THe FINANCIAL CHRONICLE) 


DETROIT, Mich.—Frederick T. 


Kopf is with First Mutual Com- 
pany, 600 Woodward Avenue. 


Jack L. Reiter Admitted 


To Partnership in Firm 
CINCINNATI, Ohio —Jack L. 
Reiter has been admitted to part- 
nership in C. H. Reiter & Co., 
Union Trust Building, members of 
the Cincinnati Stock Exchange. 
Mr. Reiter has been with the firm 
since returning from service in 
World War II. 


Frank Chappelle & Co. 


BIRMINGHAM, Ala. — Frank 
Chappelle has formed Frank 
Chappelle & Co. with offices in 
the Comer Building, to engage in 
the securities business. He was 
formerly Vice-President of King 
Merritt & Co, in charge of the 
Birmingham office. 


Witt Paine, Webber 


(Special to Tue FINANCIAL CHRONICLE) 


MINNEAPOLIS, Minn.—George 
S. Wilson has been added to the 
staff of Paine, Webber, Jackson & 
Curtis, Pillsbury Building. 


Joins J. W. Goldsbury Co. 


(Special to THe FINANcIAL CHRONICLE) 

MINNEAPOLIS, Minn.—Arthur 
D. White has become associated 
with J. W. Goldsbury Co., Twin 
City Federal Building. He was 
formerly with Dayton & Gernon. 


With Thomson, McKinnon 


(Special to Tugs FInanciat CHRONICLE) 

LAGRANGE, Ga.—Joseph H. 
Atkinson and James R. Griggs, 
Jr., have become associated with 
Thomson & McF-.innon. Both 
were formerly with Courts & Co., 
of which Mr. Griggs was 


Southeastern — W. Peyton May, LaGrange manager. 
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The year’s first big corporate 
undertaking, $49,000,000 of 50- 
year debentures of the Common- 
wealth Edison Co., has evidently 
gotten away to a slow start, judg- 
ing by reports in investment 
circles. 

Presumably institutional invest- 
ers, for whom such obligations are 
intended, are in no hurry about 
reopening their investment ac- 
counts to hear dealers tell it. At 
any rate, there was no evident 
rush to snap up this issue. 


The issue brought out three 
bids and, for a time, before the 
tenders were opened, it was 
bruited about that a fourth syndi- 
cate might be found in the run- 
ning. But this report failed to 
materialize into fact. 


The successful group bid 100.59 
for a 2%% coupon rate. Bidding 
for the same interest rate the 
runner-up offered to pay 100.411 
while the third and low bid set a 
price to the company of 99.10999. 


Reoffering was set at 101.335 to 
return an indicated yield of 2.825% 
to the buyer. But with the gen- 
eral situation confused by the un- 
settled world situation and the 
uncertain quantity of impending 
new taxes, buyers seemingly were 
reluctant to do more than look for 
the moment at least. 

The. picture here could. change. 
however, should the _ seasoned 
bond market take a turn for the 
better in the near future. 





On the Way 


couple of railroad equipment trust 
issues. 

El Paso Electric Co. plans to 
open bids on Tuesday for its offer- 
ing of $4,500,000 of new first mort- 


gage bonds. Utility officials and 
bankers are meeting today to con- 
sider final details. 

Erie Railroad will have an issue 
of $5,400,000 of certificates up for 
bids, and considering the dearth 
of other material competition here 
should be keen. 

The same holds true with regard 
to the small offering pending for 
Texas & Pacific Railway which 
will open bids for an issue of 
$4,000,000 of similar type. 


Merrill Lynch Adds 


(Special to THe FINaNciAL CHRONICLE) 
MINNEAPOLIS, Minn.—William 
C. Reed is with Merrill Lynch, 


Pierce, Fenner & Beane, Rand 
Tower. 


With Johnson, Lane, Space 


(Special to THe FINANCIAL CHRONICLE) 

SAVANNAH, Ga.— David T. 
Johnson has been added to the 
staff of Johnson, Lane, Space & 
Co., Inc., Bay and Drayton Streets. 


Raymond F. Revell With 


Barclay Investment Co. 


(Special to THe FIrNaNciAL CHRONICLE) 


CHICAGO, Ill.— Raymond F. 
Revell has become associated with 
Barclay Investment Co., 39 South 
La Salle Street. He was formerly 
with Comstock & Co. and Apgar, 
Daniels & Co. 


With F. I. du Pont Co. 


(Special to THe FINANCIAL CHRONICLE) 

CHICAGO, Ill.—John G. White- 
side has become connected with 
Francis I. du Pont & Co., 208 
South La Salle Street. He was 
formerly with Faroll & Co. and 
First Securities Company of Chi- 
cago. 


Several major corporate financ- - 


ing operations are in the works 
and it now appears that under- 
writers will be bidding on some 
sizable issues between now and 
the spring. 

Aluminum Co. of America is 
asking its stockholders to increase 
authorized borrowing capacity 
from the present $200,000,000 to 
$500,000,000 and has plans for con- 
struction which may involve out- 
lays of $150,000,000 to be financed 
through borrowing. 


Consolidated Edison Co. of N. Y. 
Inc. meanwhile has filed with the 
N. Y. Public Service Commission 
to issue $60,000,000 of first and 
refunding bonds with a 30-year 
maturity. 

And groups are reported form- 
ing for an expected offering by 
Consolidated Natural Gas Co. of 
some $60,000,000 of new bonds. 


Other Prospective Issues 


Consolidated Gas Electric Light 
& Power Co. of Balt. will open 
bids on Jan. 23 for its projected 
issue of $25,000,000 of first re- 
funding bonds with a 35-year ma- 
turity. This will provide funds 
for new construction and three 
groups already have been formed 
to seek the business. 


Meanwhile Carolina Power & 
Light Co. has registered with SEC 
for $15,000,000 of first mortgage 
30-year bonds to be offered for 
bids to finance part of its con- 
templated $50,500,000 construction 
bugdet over the next three years. 


Looking pretty well ahead bank- 
ing groups are being formed to 
bid tor $18,000,000 to $20,000,000 
of new first mortgage bonds of 
the Georgia Power Co., expected 
to reach market toward the end of 
March. 

Slow Next Week 


Next week promises another vir- 
tual hiatus in the business of cor- 
porate underwritings although 
bankers will be asked to bid for a 
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COLUMBIA PICTURES 
CORPORATION 


The Board of Directors at 
a meeting held January 3, 
1951, declared a quarterly 
dividend of $1.06% _ per 
share on the $4.25 Cumula- 
tive Preferred Stock of the 
company, payable February 
15, 1951, to stockholders of 
record February 1, 1951. 
A. SCHNEIDER, 





Vice-Pres. and Treas. 











GOULD-NATIONAL 
BATTERIES, INC. 


Manufacturers of Automotive 
and Industrial Batteries 


DIVIDEND NOTICE 

St. Paul, Minnesota 

November 30, 1950 
THE BOARD of \ 


\ 


Directors today de- 

clared a dividend of 
Seventy-five Cents (75c) 

a share on Common 
Stock, payable February 1 
to shareholders of record 
January 19, 1951. 





A. H. DAGGETT 
President 
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Joins Merrill Lynch Staff 


(Special to THe FINANCIAL CHRONICLE) 


ST. LOUIS, Mo. — James S. 


McCourtney, Jr. has become asso- 
ciated with Merrill Lynch, Pierce, 
Fenner & Beane, 511 Locust St. 
He was formerly with McCourt- 
ney-Breckenridge & Co. 


Gilbert 


With Merrill Lynch 
(Special to THe FINANCIAL CHRONICLE) 
BILTMORE, N, C.—Albert B. 
is with Merrill Lynch, 


Pierce, Fenner & Beane. 


DIVIDEND NOTICES 











| ary 21, 1951, to stockholders 
| of record at the close of busi- 


The Board of Directors of 
Wentworth Manufacturing 
Company 
has declared a dividend of 
twelve and one-half cents 
(124%4c) per share on the out- 


standing common stock of the 
Company, payable on Febru- 


ness February 1, 1951. 
Checks will be mailed. 


JOHN E. McDERMOTT, 
Secretary. 

















SOUTHERN 
NATURAL GAS 
COMPANY 


Birmingham, Alabama 


Common Stock Dividend No. 48 


A dividend of 62% cents 
per share has been declared 
on the Common Stock- of 
Southern Netural Gas Com- 
pany, payable March 13, 
1951 to stockholders of rec- 
ord at the close of business 
on March 1, 1951. 

H. D. McHENRY, 
Secretary. 
Dated: January 10, 1951. 




















"MILLIONAIRES VACATION” 
on a Piggy Bank Cudgear! 


FOR FLORIDA FUN IN “FIFTY ONE”! 





DIVIDEND NOTICE 
NATIONAL AIRLINES 


The Board of Directors of 
National Airlines, Incorporated, 
in a regular quarterly meeting at 
Miami, Florida on January 5,1951, 
declared from earned surplus a 
dividend of 25 cents per share 
on the outstanding capital stock 
of the Corporation, payable on 
January 25,1951, to stockholders 
of record at the close of business 
on January 15, 1951. Transfer 


books will not be closed. 


Miami, Florida, January 5, 1951 


R. P. Foreman 


Secretary 


NOW! DOUBLED STAR 
SERVICE TO FLORIDA 


NATIONAL 
YY Airlines 





























Washington... 


Behind -the-Scene Interpretations 
from the Nation’s Capital 
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And You 














WASHINGTON, D. C.— This 
Congress is likely to be slow both 
with getting under way and with 
snowing its main directions ol 
movement, always barring the 
fresh military crisis. 

Three of the basic issues before 
Congress are foreign policy, the 
application of controls over the 
economy, and the budget. The lat- 
ter involves the joint subject of 
economy and taxes. 

As yet the economy-minded 
members have not gotten togethe1 
to think out any of their ideas 
about what they will do to try to 
reduce non-war expenditures, The 
immediate problem centers on the 
effort of Rep. Clarence Cannon 
(D., Mo.) of the House Appropri- 
stions Committee to save the sin- 
cle appropriation bill. 

Cannon is fighting determined 
epposition to save the single- 
package appropriation—for non- 
war expenditures, that is. The 
snilitary phases of the budget will 
be late in going to the Hill. Sen- 
ater Harry F. Byrd (D., Va.) is 
earrying on a corresponding fight 
in the Senate. Both believe that 
the chances for economy are bet- 
ter if all civilian expenses are 
appropriated in one measure. The 
single appropriation accomplished 
mo miracles last year, but some 
economies were achieved. 

With taxation it is going to be 
tough, and the Administration 
shows no disposition to rush into 
this thing, as evidenced by Mr. 
Truman’s omission of any specific 
dollar target of 1951 taxation, in 
presenting his annual message. 

Even though the budget is not 
scheduled to go to the Capitol un- 
til next Monday, a level of $75 
billion of expenditures is antici- 
pated. Present taxes will produce 
around $50 billion on a full-year 
basis. This leaves a nice little gap 
of $25 billion. If Congress actu- 
ally succeeds this year in boosting 
taxes by an additional $7 billion, 
short of the country being in- 
volved almost fully in war, this 
will be viewed as something re- 
markable by observers, 

Whatever lip service Mr. Tru- 
man gives to his special wards, 
all persons earning $6,000 a year 
or less, the Administration knows 
that, except for an additional $2.5 
to $3 billion of revenue which 
might be nicked from corpora- 
tions at most, most of the 
money must come from the great 
majority of voters. This is diffi- 
cult. It means a plentitude of 
mew or higher excises plus an 
especial bearing down on the 
lower brackets. 

The Administration also knows 
that it is in the lower brackets that 
the nicking must be done, if in- 
flation is to be hindered a little. 
It also knows that the $75 billions 
of expenditures to be reached in 
fiscal 52 is just the first step up 
the ladder to higher expenses. 

So the Administration will go 
slow with hashing up its tax ideas 
and the Congress probably will 
be still slower about swallowing 
the medicine. 

Senator Taft touched off the 
foreign policy debate last Friday 
with his major address, in which 
he challenged the legal basis for 
dispatching troops to Korea or 
Europe without Congressional ap- 
proval, and in which he cast grave 
doubts about raising a large land 
army to try to show up Napoleon 
and Hitler in a continental try 
at besting the Russians. 

This debate will be long and 


bitter, the more bitter because the 


President has the initiative and 
doesn’t feel he need ask Congres- 
sional approval. 

All of these major 
interrelated. Hence a reduction, 
if it ever develops, in the scope 
of Truman globalism, will curtail 
by a little the budgetary and con- 
trols problems. 


issues are 


The present “let’s-do-something 
now” clamor is a phase. There 
are a few who are jumping around 
like kitty with a drop of turpen- 
tine on a strategic place, demand- 
ing that prices be controlled be- 
fore the controllers are ready to 
control. and who are demanding 
that the Armed Forces build up 
before there is housing, equip- 
rent. or training facilities for 
them. 

These eager beavers will blunt 
a little of their enthusiasm as, for 
instance, when the CIO boys, all 
for food price controls, run up 
against the farm boys all for wage 
controls. 

Press reports of the final action 
on the $20 billion supplemental 
defense bill did not convey the 
idea that practically the conserva- 
tives won a victory over the pub- 
lic power advocates, even though 
by the narrow margin of two votes 
the Senate backed down and ac- 
cepted the provision which al- 
legedly allowed the Southeastern 
Power Administration to build a 
$7 million highline to take power 
from Buggs Island to Langley 
Field, Va. 

Senator A. Willis Robertson 
(D., Va.) originally knocked this 
provision out of the Senate bill. 
It was designed to let the SEPA 
build a line and thus horn into 
Virginia territory, despite the fact 
that Virginia Electric Power Co. 
was prepared to sell power to 
Langley Field, Va., now, not in 
1953, when the public power 
would first become available. 

Conservatives won a rider to 
the effect that Interior Secretary 
Chapman, although a public power 
advecate, would have to accept a 
bena fide offer from the private 
power company and make an hon- 
est effort to get that power, before 
he could build a transmission line. 
With the large Democratic maijor- 
ity of the 8lst Congress gone, Mr. 
Chapman would have difficulty if 
he tried to pull a fast one. 


Selection of Senator Ernest 
McFarland of Arizona to-lead the 
Senate Democrats represents the 
first time since President Roose- 
velt took office that the official 
leader of the Democrats of either 
House has been anything but a 
White House stooge. After Sena- 
tor “Joe” Robinson, compliant 
with the White House, died, there 
was a brief flurry when Senate 
Democrats attempted to elect the 
man of their choice, Senator Pat 
Harrison of Mississippi. This was 
spiked by Mr. Roosevelt with his 
backing of the now Vice-Presi- 
dent Alben Barkley. 

McFarland is not exactly a con- 
servative, but won’t go along with 
FEPC and some of the more radi- 
cal Truman stuff. He was the 
overwhelmingly popular candidate 
of Senate Democrats, Joe O’Maho- 
ney, however, would have been a 
Truman 100 percenter. 

Observers are now wondering 
what will happen if Mr. Truman 
falls into the old White House 


habit of the last 18 years and tries 
to make his Senate leader a mes- 
senger boy to carry out White 
House ideas when, as, and if Mr. 
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“‘Pembrooke must have had cocktails at lunch again— 
he’s showing Mickey Mouse Cartoons on the Board 
in the Exchange!’’ 


McFarland might happen to have 
different ideas. 


There are some things which 
can be set down about the latest 
reorganization plan by which 
Charles E. Wilson has presumably 
set up the bureaucratic organi- 
zation which will manage the con- 
trols. 

One of the first of these things 
is that this is not the last of the 
reorganizations, by any means. 
Many expect Dr. Alan Valentine 
to retire to the ambassadorial or 
academic hills, for his job rep- 
resents something which many 
think is not pleasing to Mr. Wil- 
son—another layer between him 
and the operating agencies of 
“wage control” and price control. 

Then, too, the plans for devel- 
oping manpower and for coordi- 
nating military demands with 
civilian demands are only in their 
infancy. Long before complete, 
pervasive materials controls, the 
Administration will have to do 
something—about which it has 
hardly thought—to guarantee that 
essential users shall not be cut 
out of supplies. 

Another feature of the new re- 
organization plan is that it has 
reached a stage only several 
months to a year behind the plan- 
ning of two and one-half years 
ago—and is going inevitably in 
the direction of that earlier plan- 
ning. 

After the last war everybody 
was going to avoid all the old 
snafus of World War II, so the 
National Security Resources Board 


was set up to plan the agencies 


which would manage the control 
of the civilian economy. 


Under Arthur Hill, former 
Chairman of NSRB, the agency, 
after sifting the confusions of 
World War II management, came 
up with a complete blueprint of 
four broad, independent agencies 
to manage the civilian economy. 
The Hill report recognized that 
operation of war controls could 
not be split finely among existing 
governmental departments so as 
to maintain their bureaucratic 
prestige, payrolls, and importance. 

Before Mr. Hill could formally 
submit his report. to the President, 
Mr. Truman accepted Mr. Hill’s 
resignation. This “resignation” 
came after Commerce, Labor, and 
other existing departments threw 
their knives into the Hill report 
because it left them out in the cold 
in favor of a simple set of in- 
dependent agencies with broad 
powers. 


Now under Wilson they are 
gradually getting back to that. 
Wilson still has, as stated before, 
to set up the agencies which will 
prevent undue encroachment of 
the war economy upon the civil- 
ian economy, and which also will 
come to grips with the manpower 
problem. 

Still another feature of the lat- 
est Wilson reorganization is that 
it leaves Mr. Wilson in about the 
same place, but a little stronger, 
than where Mr. Symington stood 
before he was replaced as the 
fair-haired boy by Mr. Wilson. 

Government, however, could 
not simply replace Symington 
with Wilson. In other words, all 
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these convolutions in organiza- 
tional setups occur because gov- 
ernment must fuss and curve 
around to protect personalities 
and jurisdictions of agencies. 
Bureaucratic jealousies and per- 
sonal ambitions prevent utiliza- 
tion of judgment in management, 
based on the known mistakes of 
the past. 


(This column is intended to re- 
flect the “behind the scene” inter- 
pretation from the nation’s Capital 
and may or may not coincide with 
the “Chronicle’s” own views 


NY Bond Club 
To Hear Morin 


Relman Morin, special corre- 
spondent for the Associated Press, 
will address the Bond Club of 
New York at a luncheon meeting 
to be held at the Bankers Club 
on Thursday, Feb. 1, it was an- 
nounced today by Clarence W. 
Bartow, Drexel & Co., President 
of the Bond Club. Mr. Morin will 


talk on “The Far Eastern Situa- 
tion.” 


Phila. Securities 
Ass’n Annual Meeting 


PHILADELPHIA, Pa.—The an- 
nual meeting and dinner of the 
Philadelphia Securities Associa- 
tion will be held at the Barclay 
Hotel, Friday, Jan. 12, Russell M. 
Ergood, Jr., chairman of arrange- 
ments announced. 

In addition to electing officers 
for 1951, the members will also 
vote on increasing. the member- 
ship from the present 225 to 250 
in order to make room for a 
larger number of young men in 
the securities business. 


With John A. Barbour 


(Special to THe FinaNcriat CHRONICLE) 

PASADENA, Cal. Marshall 
Brooks is now affiliated with 
John M. Barbour & Co., Citizens 
Bank Building. 


Col. John P. Crehan With 
Waddell & Reed, Inc. 


OKLAHOMA CITY, Okla.—C€ol. 
John Patrick Crehan, U. S. Army, 
ret., is with the firm of Waddell 
& Reed, Inc. as Division Manager 
of the Greater Oklanoma Division 
of that company, with offices in 
the Colcord Building. 
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